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In the Record 


Some Export Problems 


Can the export market be relied upon to take up any 
slack in domestic sales? This question is one of several 
which Conference Board cooperators deal with in this 
month’s survey of business practices. Some companies have 
gone after and are already feeling the stimulus of increased 
foreign business, some of it tied to ERP money. Other 
companies see no appreciable bolstering of foreign orders. 
According to their thinking, any recession in this country 
will immediately be reflected in lowered business abroad. 


Perhaps the greatest divergence of opinion is expressed 
on the matter of exporting American know-how. Some 
executives declare it’s an old custom with them—that if 
they did not do so they would have no foreign sales. Others 
see a tremendous competitive danger in the practice. Still 
others who have had no experience are willing to experi- 
ment on the theory that it will help to export their prod- 
ucts. (See pages 177 and 203.) 


Public Works When the Public Needs Them 


It is when times get bad that the face of America is 
presumed to improve with a vengeance. Then highways, 
bridges, airports, public buildings, schools, hospitals, and 
other public improvements are expected to be rushed into 
construction. Cities, townships, counties, states and the 
Federal Government all have a few blueprints for projects 
tucked away against the day when business becomes slack 
and men are looking for work. How fast can these projects 
get started and how important will they be in cushioning 
a recession? In the big depression, a big program of proj- 
ects (except for highway construction) didn’t get under way 
until several years after the crash. How much have we 
learned since then? Some light is thrown on this problem 
in the article beginning on the following page. 


A New Farm Program? 

Some kind of parity program has been in effect since 1933. 
During the depression years, farmers did not fare too well, 
parity or no parity. But starting with 1938, farmers have 
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had almost a succession of yearly increments to their in- 
come. The big parity years for corn and wheat were 1939 
and 1942, while support prices (based on a percentage of 
parity) played a big role in the war years and since. In 
fact, parity has seemed an immutable fact of national liy- 
ing. But there have been various rumblings: against the 
waste of overproduction stimulated by artificially main- 
tained high prices—against the cost of farm programs— 
against the high prices to consumers of plentiful products 
—against the regimentation implied or exercised in the 
whole business. So many, in fact, have been the rumblings 
against the present program and the Aiken act, which 
becomes effective next year, that the Administration has 
come up with a suggestion for a brand new program. The 
Brannan plan is discussed beginning on page 170. 


First Year of ERP 


A capsule presentation of ERP doings in its first year of 
operation shows the range of products involved, the degree 
to which the countries are affected, how greatly transporta- 
tion costs have eaten into the money, how much of the 
goods are yet to be shipped. For more particulars than 
could be squeezed into our monthly chart spread (pages 188 
and 189, this issue) turn back to previous issues of The 
Business Record in which Lawrence Mayer has interpreted 
various phases of ERP activities. 


Depreciating Profits 

Depreciation is a big factor in these days of high prices 
and how it is figured has an important bearing on the ques- 
tion of whether profits are as high as reported. For ex- 
ample, if depreciation charges from 1931 through 1936 had 
been made on a replacement-cost basis profits would have 
been nearly $2 billion higher. On the same basis, reported 
profits for last year would have been $3.5 billion lower, 
according to a Conference Board computation. Some idea 
of how replacement cost would have affected profits, taxes 
and private investment in both prosperity and depression 
periods can be obtained by studying the facts presented in 
“Depreciation—Replacement or Original Cost.” (Page 194.) 
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Public Works and a Recession 


ORECASTERS of a postwar depression have for 

several years been looking forward to the time 
when private construction would lose some of the ex- 
traordinary volume it attained after the end of the 
war. When that time came, would public construc- 
tion, relatively reduced in the interval, expand 
quickly to take up any slack left by a lower rate of 
private construction? This question has lately come 
more into the spotlight as a result of the declining 
rate of business activity. The same developments 
have again brought to the fore the more general 
problem of using public construction to prevent, or 
at least to mitigate the force of a depression. 

The summary which follows attempts to draw to- 
gether in one convenient place the current facts which 
seem to bear on these questions.1 

Five billion dollars will be spent this year for new 
highways, sewers, water-supply systems, hospitals, 
schools and other public works, according to official 
forecasts. (See Table 1.) If new private construction 
is included, the total is expected to approximate 
$18.25 billion, which is $585 million above last year. 
Public works usually account for one third of total 
new construction. During the war and since, the 
traditional balance was upset and the Federal Govy- 
ernment endeavored to give the right of way to the 
construction of industrial, commercial and residential 
facilities for private account. The Federal Works 
Agency deferred most of its public construction ex- 
cept highway work. The imperative need for high- 
ways necessitated giving primary consideration 
within the field of public works to this type of con- 
struction. 


LOOKING FURTHER AHEAD 


Last year, about 23% of total new construction was 
for public account. This year, it may amount to 
27%. The Federal Works Agency expects work for 
public account to account for about one third of new 
construction by 1950. 

Public construction, on a dollar volume basis, is 
above prewar levels, but actual physical volume has 
run far below the late Twenties. This applies virtu- 
ally to every segment of public construction except 
military and naval. (See Table 2.) 

New construction of all kinds averaged about 
10.5% of national income in the twenty years between 
1920 and 1939. Because of man-power and material 
limitations, that relationship during the past few 
years, however, has been nearer to 8%. 


*An initial exploration of this subject was made at a RoundjTable 
Session of Tus Conrrrence Boarp on March 24, 1949. 


The backlog of proposed public construction, as 
compiled by Engineering News-Record, aggregated 
nearly $30.8 billion at the end of April, 1949. (See 
Table 3.) The Federal Works Agency has developed 
a figure of total needs of public works of all kinds 
at the state and local level at about $100 billion. 
The FWA, however, is looking forward to a period 
ranging over fifteen years. (See Table 4.) The ac- 
tual volume of state and local public construc- 
tion put in place during the twenty-year period (1920- 
1939) amounted to about $35 billion. The FWA esti- 
mates this construction would cost about $70 billion 
in 1948 dollars. It also points out that if the rate of 
state and local construction in 1930 had continued, 
it would have involved an additional $40 billion (in 
1948 dollars) for state-local public works in place. 


HIGHWAYS AND SCHOOLS 


Highways account for $60 billion, or about 60% of 
the total of public works listed in these “needs.” (See 
Table 4.) There are a total of some 3.3 million miles 
of roads and streets of all categories in this country. 
In the primary federal aid system, there are 233,000 
miles and in the selected secondary federal aid system 
there are at the present time 380,000 miles, making a 
total of 613,000 miles in the federal aid system thus 
eligible for federal aid to construct highways. 

Over the next five years, it is expected that the 
secondary system will be enlarged sufficiently to 
bring the total up to about 750,000 miles, which will 
carry about 90% of all the vehicle traffic in the 
United States. 

Over the past thirty years more than $32 billion has 
been spent on our highway system. Federal funds 
represented only about 14% of that total. 

Highway activity last year was about 25% under 
the average volume of the Thirties and 46% less than 
the 1930 peak after adjusting the dollars current at 
the time of construction to 1939 prices. (See Table 5.) 

The second largest factor in this public works con- 
Table 1: Actual and Prospective Volume of 

Public Construction 


Sources: Department of Commerce; Department of Labor 
Millions of Dollars 
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struction backlog is school plant (See Table 4). Ac- 
cording to an estimate of the Office of Education in 
the Federal Security Agency, an investment of $11 
billion in new school plant equipment is required to 
overcome the critical shortage of educational facili- 
ties in this country. This estimate was based in large 
part on a field study of individual state requirements 
in the public elementary and secondary school groups. 
Nearly 80% of the total represents needs in the pub- 
lic school field. 

According to this survey, if the rate of public school 
building in the decade of the Twenties had been con- 
tinued from 1932 through 1947 we would today have 
a public school plant worth an additional $5.5 billion 
in terms of 1947 costs. The average annual rate of 
public school construction from 1940 through 1947 
was little more than 25% of the average annual ac- 
complishment of the Twenties. (See Table 6.) 

Enrolment in elementary and secondary schools 
totaled 23.3 million during the 1945-1946 school year. 
By the fall of 1947 it had risen to 25 million, and a 
further substantial gain is indicated for 1948 although 


Table 2: New Civilian Public Construction, 


1915-1948 


Source: Department of Commerce 
Millions of 1939 Dollars 


Total, Hospital 
All Types ts 
Year (Exchiding Highways achat leoad Educational Tustitut 
ey, tional 
1915 1,149 327 227 a a 
1916 969 319 161 a a 
1917 768 282 115 a a 
1918 669 215 108 a a 
1919 728 281 131 a a 
1920 755 333 128 135 23 
1921 1,163 519 187 254 37 
1922 1,403 572 231 343 60 
1923 1,226 465 204 310 49 
1924 1,465 599 264 319 54 
1925 1,722 690 287 370 56 
LORG eats 1,755 706 295 369 63 
1927 1,993 824 321 339 74 
1928 2,137 972 309 349 100 
1929 2,089 989 258 339 88 
1930 2,558 1,275 356 345 111 
1931 2,631 1 OTT 300 303 7 
1932 2,199 1,144 198 159 101 
1933 1,414 766 101 57 57 
1934 1,503 714 129 137 51 
1935 1,572 639 154 161 38 
1936 2,312 812 Q27 381 74 
1937 1,983 825 174 2294 63 
it 2,039 856 179 268 84 
1939 2,374 867 162 418 114 
1940 2,240 892 191 130 50 
1941 3,026 702 156 125 $1 
1942 4,086 405 192 97 Q7 
1943 2,576 241 85 50 34 
A ee aa 1,093 218 64 31 45 
Lt hae ee 1,016 251 76 44 63 
i) Se 1,271 454 134 62 53 
Eo Ae 1,552 632 198 126 38 
BIO D 550.00 1,841 682 245 227 81 


aNot available separately; included in total. 
pPreliminary 


Table 3: Proposed Public Construction Backlog, 
April 30, 1949 
Source: Engineering News—Record 
Thousands of Dollars 


Item Amount 

Water WOPRS rie etre cre tierce nt ae phil ccteige = Susayclortersrn Sys 1,169,876 
Sewerage saspentes eck cite. Vad aumtapldakre Sons shames 2,162,707 
Bringer fv daptes chit ment 1. “Tae rae: os 1,453,315 
Earthwork, irrigation, drainage.................---- 7,438,467 
SELECTS ANOMEOACS Ghats aia eo aicyatWn a nG oleae Melos sise.esee 4,118,646 
Burldings.4.ceaeyas sete aad s was vind « ot teeth: bite 9,853,650 
Uiiclassthedee tice act aN ct tte vaienshavn cs Met asco eee, 4,583,529 

Dotal eer ce acteige cn ee ome anc Vom es 30,780,190 
Federal Government work (included in above)........ 9,613,307 


Table 4: Estimated State and Local Public 
Works Needs 
Source: Federal Works Agency 


i Meee een e600 billion: Airports... 0... =: $3.5 billion 
Schoolserra +... 10.5 billion 


Public buildings. .... 3.5 billion 
Sewer, water....... 9.5 billion |} Public service plants. 2.5 billion 
Hospitals; anc ostet 8.5 billion || Recreational......... 2.0 billion 


complete data are not yet available. As to the near 
future, the United States Office of Education pre- 
dicts further gains in enrolment and expects 3 million 
children to enter school in 1949. By 1953, the entering 
class is expected to reach a total of 3.7 million. Look- 
ing further into the future, the estimated increase 
over 1947-1948 enrolment in public elementary and 
secondary schools for 1954-1955 will be 6.2 million 
requiring approximately 200,000 new elementary and 
secondary classrooms for this purpose alone. There 
is, moreover, another type of backlog of school build- 
ing needs. This can be attributed to extensive migra- 
tion to new production areas during the war and the 
inevitable reshifting of population which accompanied 
reconversion to a peacetime economy. Thus many 
school structures are geographically obsolete while 
facilities in rapidly growing areas are admittedly in- 
adequate. 


NEEDS BRING PROBLEMS 


But if our real needs are great, so are the problems 
encountered in meeting them. The estimated value 
of public construction for which blueprints are com- 
pleted is about $4.5 billion. This includes both state 
and local plans and federal civil construction of about 
$2 billion (see Table 7). 

The $2.5 billion in public works at the state and 
local level already blueprinted or in some stage 
of advanced planning comprises a billion dollars 
of plans which were made with repayable advances 
from the Federal Works Agency under Title 5 
of the War Mobilization and Reconversion Act of 
1944 under which the advanced planning program was 
authorized. This program was terminated on June 
30, 1947, and no new advances have been made since 
that date. About a third of these projects are 
under construction so that the reserve shelf of blue- 
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printed backlog is shrinking constantly, although this 
is somewhat offset by the increment coming in every 
month. 

There is about $500 million or so of plans that have 
been made by the municipalities and localities without 
aid from the Federal Works Agency, and state high- 
way departments have almost $1 billion worth of ad- 
vanced plans. Altogether, this adds up to about $4.5 
billion. 

Comparing it with the expected volume for 1949 
the blueprinted reserve is 10% less than the $5 billion 


Table 5: Highway Work Put in Place 


Sources: Department of Commerce; Department of Labor 


In Terms of 


Prices Cur- 


: “ In Terms of 
Value Put in Pl 7 

ace rent at Time | 1989 Prices? 
1920-29. averages. vaccum ae: meee aes 667 
19S0-39 average. o5 aéjos nck os eed oer 917 
1940-48) average:s osc Sterns fea eee 500 
1980) (peak: year). 30m, ©. oS ji2.- canine 1,275 
19447 (low ‘year) 2 een ce see ec bets ee Q17 
ik ee SR Ae te Ge 7 Si ee 867 
WDAG 25 oj. Parencvaaianatate preteen vende ions 456 
MOAT seatacrs a kaneis ces semen te tee 638 
OAS toe oktevosty ees) Ok cts Pea ate ae 688 


1Departments of Commerce and Labor. 

Conversion based ou Pnblic Roads Administration highway cost index. 
of public construction expected to be put in place this 
year and it is 75% below the more than $18 billion of 
total expected construction. 

But how desirable is a huge public works program 
in the blueprint stage? The aquisition of sites, design- 
ing, layout, etc., would siphon off an appreciable num- 
ber of architects and engineers from the current con- 
struction activity which is almost as high as last year. 
Secondly, to design plans far in advance and then put 
them in cold storage is impractical because techno- 
logical changes in construction or in use are likely to 
make them obsolete. 

Actually, experience gained in the depressed Thirties 
reduces the likelihood of a prolonged delay before 
public works on a large scale could get under way. 
If it should become necessary, the Federal Works 
Agency estimates it would be possible to increase the 
volume of public works as much as 50% a year. This 
does not mean the present backlog of $4.5 billion is 
adequate. The FWA would feel more comfortable 
at a $6.5 billion minimum. 


STATE AND LOCAL PUBLIC WORKS 


A factor especially troublesome at state and local 
levels is that of finding funds. Outstanding debt of 
state and local governments dropped from more than 
$20 billion in 1940 to about $16 billion in 1946 because 
obligations were redeemed instead of refunded. In the 
past few years, however, states resumed programs 
deferred during the war years with the result that 
their debt had climbed to $19 billion by mid-1948. 


May, 1949 


The most perplexing problem facing states and 
municipalities is that of expanding tax revenues. The 
states rely heavily on income taxes and on sales taxes. 
These latter tend to reflect the volume or value of 
business conducted and services exchanged involving, 
among others, motor fuel and utility sales and the 
consumption of liquor and tobacco. These revenue 
items provide more than 75% of the tax revenues of 
state governments. With rising level of production 
and sales during the war, the state exchequers flour- 
ished without any material changes in their tax struc- 
tures. At the same time, costs of government were 
relatively stable. Expenditures for construction con- 
tracted, as did assistance spending, thus compensating 
for the rise in other current costs. 

So the states accumulated sizable current surpluses 
and in the six fiscal years 1940 to 1947 the total excess 
of state revenues over state spending, other than for 
debt retirement, was about $5 billion. The states used 


Table 6: Public Educational Building Construction 
Sources: Department of Commerce; Department of Labor 
Millions of Dollars 


Prices Cur- | In Terms of 


Value Put in Place rent at Time | 1947 Prices 


of Construc- 
tion 
1920-29. average... 2: 0208 eclosion es oe 0% $342 $683 
1980-89 ‘average .iciss. acl hadi ieee 5 st ae ds 225 535 
1Q40—4 7 AV erage rs os. 5.2)smsekeale ile cae alee ae 115 181 
1989: (peak tyear). "ese tete one es 418 913 
1944.\dow: yeat) ac 2-uhs Soe Mo. Serer omer 41 68 
1 See eee ern. cn Ccimct ce 275 275 
1948 (preliminary)...............-..-.5+- 550 487 


about a third of the excess for debt retirement and 
had something over $3 billion of a net backlog at the 
end of these six years. 

This $3 billion surplus is about half as much as all 
the states spent annually until fairly recently. It is 
nearly a third of the total the states spent last year 
and double their expenditures on all capital outlays. 

In contrast with the state picture, local govern- 
ments rely very slightly on revenue sources which 
reflect directly on economic trends. Sales and income 
base taxes in 1947 provided only 6% of their taxes. 
The property tax provided 19% of all tax revenues. 
The local governments received considerable state aid. 
Instead of accumulating large current surpluses as 
did the state governments the local units bettered 
their position primarily by reducing the outstanding 
debt. 

With a high level of income in employment and 
industrial activity, it would not be too difficult, ac- 
cording to informed sources, for the states to meet 
their most urgent needs in financing public works 
without wide recourse to large-scale new borrowing. 
As a depression preventive, however, public construc- 
tion in any event would require very considerable 
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borrowing if a broad attack on backlogs were made. 

Large-scale construction work in the next few 
years at the local level would require comparable 
large-scale borrowing by the municipalities. Total 
needs call for several years of borrowing even above 
record borrowing levels of the past year or two. The 
construction dollar today will finance considerably 
less new work than in the Twenties and tax receipts 
are not easily increased. 

Additional areas in which state governments may 
obtain funds through taxation have been contracting 
ever since the great depression in the early Thirties. 
The states are now tapping a great many more tax 
sources than they were back in 1932 when they faced 
a very tough economic situation. There are now 
general sales taxes in twenty-seven states, while only 
two states had these taxes before 1932. All the states 
have liquor licenses and sales taxes, and most of them 
have tobacco taxes. In 1932, only about thirteen 
states had taxes on tobacco. 

Local governments also face a very real problem 
of financing in case of a material recession. At least 
four kinds of proposals have been urged to alleviate 
this problem. One is to remove relief and assistance 
costs from local governments and transfer obligations 
to a higher level. (Public assistance and other costs 
are high already, and rise sharply in depression 
times.) A second proposal is to increase state aid and 
perhaps federal aid to local governments. A third is to 
encourage and permit local governments to tap new 


Table 7: Advance Planning Program for Non- 


Federal Public Works, December 31, 1948! 


Sources: Bureau of Community Facilities; Federal Works Agency 
Dollars Figures in Thousands of Dollars 


Applications Applications 


Sans ‘or Which erred Due 
“Rpproved. {Plan Prepara-| Repayments [to Expiration 
tion Has n of Authority 


Completed or 


No. applications... . 6,969 4,876 2,272 
Amt. planning adv.| $55,671 $27,731 $31,457 
Est. total cost.... . .}$2,506,526 |$1,471,120 $1,058,466 
Land and R/W.. 68,657 35,413 30,857 
Construction..... 2,123,421 | 1,260,412 857,691 
Equipment....... 133,023 67,808 87,693 
Wians.feces <2. 77,511 43,430 35,197 
Sbtner Jag 77. 1 103,914 64,057 47,028 


1Summary of applications for plan preparation, and repayments. 


tax sources as to some extent New York, Ohio and 
Pennsylvania have done in the last two or three years, 
particularly toward sales and local income or pay-roll 
taxes. The fourth proposal is to reappraise the largest 
single source of local revenues—the property tax— 
to ascertain if the local governments are getting all 
out of it that they can or might or should under pres- 
ent economic conditions. 


Wu11am B. Harper 
Division of Business Economics 


Economic Notes 


How Exports Are Paid For 


United States imports provided foreigners with funds to 
finance 66% of their purchases from us in the last half of 
1948. This was the highest point attained in any half year 
since the end of the war. 

United States Government aid, which had been de- 
clining fairly steadily in relative importance since the end 
of the war (except for a small rise in the first half of 
1947) , jumped to nearly 32% in the last half of 1948. Funds 
from this source in the previous half came to about 25%. 

Foreign nations added $59 million to their gold and dollar 
holdings in the second half of 1948 in contrast with a liquida- 
tion of $920 million in the first half of 1948. 


Hollywood Abroad—I 


“Hollywood labor, hard hit by unemployment, gave voice 
loudly last week to its major complaint—foreign competi- 
tion financed by Hollywood capital... . 


“Basically, what labor objects to is Eric Johnston’s arrange- 
ment to exchange American motion pictures for foreign labor 
in lieu of dollars, which foreign countries do not have. 
The Johnston plan, as worked out in England, involves 
the investment of a considerable portion of American pic- 
ture earnings there in the production of more pictures as 
one way of putting blocked sterling into circulation and 
to ultimately make dollar profits by distributing those pic- 
tures in theaters here. Since the scheme is being imple- 
mented, more or less, in every non-Communist country in 
Europe, the ban suggested by the AFL group would ef- 
fectively prevent the import of all European pictures and 
would virtually end the exhibition of American pictures 
in Europe.”—The New York Times, February 20, 1949. 


* 


Hollywood Abroad—II 


“Rome, Feb. 19.—Italian film producers, who give em- 
ployment to about 50,000 people, threaten to cease all 
activity on April 30 unless legislation measures are passed 
before then to prevent the Italian market from being 
swamped by foreign films. The law in force at present, 
obliging exhibitors to dedicate twenty days every three 
months to Italian films, expires at the end of the year 
and producers want it replaced by another giving them 
greater protection and encouragement. . 

“Producers complain also that Hollywood is rapidly gain- 
ing possession in Italy not only of the film-producing but 
also of the film-exhibiting industry. They point out that 
revenue from the showing of foreign films is blocked and 
can be unfrozen only to purchase film, producing plants 
and movie theaters and to produce films in Italy. The 
result is, they say, that ‘Americans are being obliged by 
Italians to become owners of all aspects of the Italian 
movie industry.’ ”*—The New York Times, February 20, 1949. 
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A New Parity Plan for Farmers 


NEW approach to farm support has been pre- 

sented to Congress by Secretary Brannan. His 
program is a radical departure from established legis- 
lation. Among other things, it abandons the tradi- 
tional price parity system, envisages a free market 
price through subsidization in some instances—and 
sets support at 100% of a new “income parity” 
concept. 

This is the Administration’s answer to the Aiken 
provisions of the Agricultural Act of 1948, now sched- 
uled to become effective in 1950. The Aiken measures 
provide for a sliding scale of supports (60%-90%) 
for basic commodities based on parity in the past 
ten-year period.! Secretary Brannan’s program would 
replace the Aiken plan. At the present moment, the 
old system based on the 1910-1914 price parity con- 
cept is in effect. 

The old system was based on the concept of fixing 
the purchasing power of individual products at levels 
prevailing in the base period 1910-1914. The new for- 
mula would fix the purchasing power of total cash 
farm receipts at the average level of a new base pe- 
riod (the first ten of the immediately preceding 
twelve years). At least this appears to be the aim of 
the new system. Price support levels for individual 
products would then be determined by the applica- 
tion of a uniform ratio to market prices in the imme- 
diately preceding ten-year period. (See tables and box 
for method of computation.) For ten major commodi- 
ties, support would be maintained at not less than the 
“support price standard” or what amounts to 100% 
of parity support. This list, “group 1,” would include 
corn, cotton, wheat, tobacco, whole milk, eggs, farm 
chickens, hogs, beef cattle and lambs. 

Those commodities not included in this group 
“should be supported in line with or in relation to 
group 1 commodities, taking into account the avail- 
able funds and authorities, the ability of producers 
to keep supplies in line with demand and other rele- 
vant factors.” 


DIFFERENCES IN PLANS 


How do support prices in the Brannan plan com- 
pare with supports under the present plan (90% of 
parity—Title I of Agricultural Act of 1948), and with 
the sliding scale of supports effective in 1950 (Aiken 
Plan—Title II of the Agricultural Act of 1948) ? 

As is evident from Table 4, wheat, barley and oats, 
among the major grains, and peanuts, potatoes, eggs 


1For summary of Agricultural Act of 1948, see The Business Record 
for February, 1949. 


and oranges would receive less support than at pres- 
ent. Meats, however, including beef cattle, hogs, 
lambs and chicken, are considerably higher. Beef 
cattle, for example, would be supported under Bran- 
nan’s plan at a price approximately $5 per hundred- 
weight above that existing under present legislation 
(based on parity for March 15, 1949). Corn and cot- 
ton support would be slightly higher than at present. 


DETAILS OF BRANNAN FORMULA 


Purchasing power is determined by dividing cash 
receipts for each year by the same year’s index of 
prices (1939-1948=100) paid by farmers for goods 
and services, including allowance for interest and taxes. 
Average annual farm purchasing power for 1939-48, so 
defined, is $18,218 million in 1939-48 dollars. It is 
proposed that this base be used for 1950. 

To arrive at the “income support standard” the 
base is multiplied by current prices paid by farmers in 
terms of 1939-1948=100. Thus the minimum income 
support standard for 1950 is $18,218 million times 
1.44 (prices paid by farmers, March 15, 1949— 
1939-48=1.00) or $26,234 million (assuming prices 
remain at the March level) . 

Average cash farm receipts for the ten-year period 
1940-1949 were $20,980 million (estimate for 1949— 
$27.5 billion, 11% below 1948). The income support 
standard divided by these receipts equals 1.25. The 
support price for any commodity would then be 
reached by multiplying the average price of that com- 
modity during the immediately preceding ten-year 
period by 1.25. (See tables 1 and 8 for method of 
computation.) 


By and large, this same relationship exists between 
the proposed plan and support under the Aiken Act 
at its maximum of 90% parity. But the sliding scale 
(60%-90% for basic commodities—corn, wheat, cot- 
ton, peanuts, rice and tobacco) under the latter act 
allows for considerable reduction in support depend- 
ing on supply,! while the proposed plan would operate 
at 100% of income parity. 

Commodity loans and purchase agreements would 
continue on storable commodities. But in the case 
of products which are either highly perishable or can 
be stored only at great expense and which account 
for approximately 75% of cash farm receipts, Secre- 
tary Brannan recommends “production payments.” 


tWhen quotas are in effect, a 20% premium is added to the support 
price; therefore the minimum support price of a basic commodity 
could in no case fall below 72% of parity. 
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Under this plan, commodities would be sold on the 
open market, and the farmer would receive in cash 
the difference between the average market price and 
the support price. 

The consumer would pay the price determined by 
supply, thereby encouraging increased consumption 
(assuming abundant production). Thus, says Secre- 
tary Brannan, “farm income would remain at a high 
enough level to sustain abundant production, while 
retail prices sought their supply and demand level 
in the market place.” 

Eligibility for price support requires “compliance 
with or adoption of applicable programs of produc- 
tion adjustment, marketing quotas or agreements, and 
the carrying out of reasonable conservation practice 
requirements.” Producers are given the opportunity, 
however, of voting on the question of invoking such 
measures. 

In addition, direct support is limited to a prede- 
termined amount per farm (1,800 units or roughly 
$25,000 in value), above which output will not be 
government supported. These 1,800 units are equiva- 
lent to 18,000 bushels of corn, or 13,986 bushels of 


Table 1: Average Purchasing Power, 1939-48 
Source: Secretary Brannan’s Statement! 


Cash Receipts | Prices Paid by | Purchasing 

from Farm, the Farmer ‘ower of 

vee fag | aoa, | coer 

clare | S¥eTage=100) | 1959 48 Dollars 

to Si dine. 3a Wi a 7,877 73 10,790 
. OSes Seeaeees 8,364 73 11,458 
Ree teva path uitag: wes 11,181 1H i 14,521 
She Same Alien 15,372 88 17,468 
1B RE a hoe 19,434 95 20,457 
= Hah tae ye 20,360 99 20,566 
A, Se ee: Se 21,520 101 21,307 
AE i SRR a aa 24,864 113 22,004 
_. RE eee ee 30,186 135 22,360 
Pie sje axa state ae 31,019 146 21,246 
1939-48 average......... 19,018 100 18,218 


1Before a joint meeting of the Senate and House Agricultural Committees, April 7, 
1949 


*Excluding government payments. Cash receipts for 1949 were estimated at 
$27,500 million. 


wheat, or 188 bales of cotton. Quantities of other 
commodities equivalent to one unit valued at in- 
come support standard prices have been established. 
(See Table 2.) According to Secretary Brannan, 
this regulation excludes part of the production on 
2% of the farms. “In my opinion,” he told Con- 
gress, “we would be wrong to allow our programs to 
operate in such a way as to encourage the concen- 
tration of our farm land into fewer and fewer hands.”? 

Comment on Mr. Brannan’s proposals runs the 
gamut all the way from “fantastic” to “sound” and 
“statesmanlike.” Hearings are at present being held 
before the Pace subcommittee of the House Com- 
mittee on Agriculture. 


1At later committee hearings, Secretary Brannan explains that this 
limit would not apply when acreage allotments or marketing quotas 
are in effect. At earlier hearings, no such allowances were made. 


The problem of cost is primary. The American 
Farm Bureau Federation, the largest organization of 
its kind, represented by President Allan B. Kline, 
predicted that the cost of implementing the Brannan 
proposals would be staggering. Some members of 
Congress have estimated the program might cost $6 
billion to $7 billion annually. While endorsing the 
new plan as sound and statesmanlike, the National 
Farmers Union also agrees that the cost is likely to 
be enormous. As to alleged savings by consumers, 
opponents argue that they will pay in taxes what they 
save on store prices. Says one eastern journal: 
“The plan does not play up the fact that the con- 
sumer himself would have to pay considerable 
amounts in the form of taxes to make up the differ- 
ence between support and market price. The plan 
calls [certain of] these payments to the farmers pro- 
duction payments to take the sting of that ugly word 
subsidy from them—but subsidies they would be, 
just the same. And the taxpayer would have to pay 
for them.” 

Mr. Brannan has thus far been unable to answer 
these charges with an estimate of probable cost. In 
committee hearings on April 25, he said: “There have 
been a number of reckless estimates of the costs of 
the proposed program . . . all of them assume a 
severe depression and low farm income. I confess 
that I do not assume a depression. . . . If, however, 
you assume a depression, then you must be aware 
that farm surpluses and city unemployment will al- 
most certainly force into existence programs of 
straight relief. . . . In my opinion, an equal amount 


Table 2: Selected List of Commodities Showing 

Quantity Equivalent to One Unit (10 Bushels 

Corn) Valued at Income-support Standard Prices 
Source: Secretary Brannan’s Statement 


Quantity 


Commodity Unit uivalent 
to One Unit 

WV eaGs ee fe ceetecas Bushels uC be 
Corners dacs - Bushels 10.00 
Cotton cee Pounds 52.16 
RiGee aoc nase oe Bushels 6.46 
Peantitsaue so5 coe hh aa eee Pounds 154.97 
Tobacco 

Rine-cnred see. noch... Wee aoe Pounds 29.68 

Burley.2 costes .| Pounds 29.44 
Buttertatst. ss Pounds 21.82 
Milk, whole Hundredweight 3.46 

ORB seca .| Hundredweight 716 
BO eas Ie ee Dozen 31.88 
Chickens.......... Pounds 50.34 
Wlaxseedjiacos en... ih Bushels 3.40 
Soybeans............. Bushels 5.75 
Beans, dry edible...... ..| Hundredweight 1.73 
Potatoes. teeta ss. ew oe ..| Bushels 9.18 
BEBE CRTs 1 MN waitin. oo sioraleteh aoe Hundredweight 86 
EID 2 eed gc. asx SS vis Sa Oe e Hundredweight 79 
Oethae hee Fee ae aoe re Bushels 17.70 
Barley, secs wires waged care ence Bushels 11.97 
Ayepieass 28. 25) {2 Sk mee ses, Bushels 5.59 
ROUEN ae hop CR RMR cine e oo Pounds 29.32 
Onan gest ool Ai eee se I Boxes 7.45 
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of money used for production payments would be 
more effective in supporting farm prices and would 
keep us on the side of preventing depression rather 
than waiting for it to develop.” 

For some idea of cost, Mr. Brannan compared sup- 
port methods for several commodities. Taking eggs 
as one example, the secretary told the committee as 
follows: 


“If we undertook to maintain egg consumption at about 
the present levels, it appears that an annual commercial 
movement of about 4 billion dozen eggs would be required. 
Let us assume that production or marketings exceed the 
4 billion dozen figure by 300 million dozen eggs. What 
would be the cost under the present purchase program? 


“Based on our experience over the last two seasons, the 
surplus of 300 million dozen purchased as dried eggs 
would probably cost the CCC about $120 million. How- 
ever this is again only the initial cost. Additional costs 
would be incurred because of transportation, storage and 
other charges which might well run another $52 million. 
Since little or no prospective outlets are available for these 
eggs, the entire inventory would represent a potential 
loss to the government. 


“Under the production payment plan, this cost of $172 
million would allow a production payment of about four 
cents a dozen on the 4,300 million dozen eggs available 


for the commercial market. This ought to permit a decline 
in retail prices in excess of four cents a dozen and give 
consumers access to the additional 300 million dozen 
eggs.” 


One wholesale egg dealer, while favoring flexible 
supports, approved of Mr. Brannan’s subsidy plan on 
several grounds. At lower prices, consumption would 
increase, he said. The difference in cost will come 
out of taxes, but minus processing charges, and the 
eggs would meanwhile be put to use, he believes. 

On the other hand, however, Congressman Pace, 
chairman of the subcommittee now holding hearings 
on Brannan’s proposals, charges that “there is no 
provision in the plan to assure that the general pub- 
lic, the consumers, will get their food any cheaper 
and the secretary’s plan may result merely in an enor- 
mously increased profit for the middlemen.” 

Secretary Brannan replied: “That should be looked 
into” when confronted with this problem in commit- 
Lees 

Criticism has also been leveled against restrictions 
and regulations embodied in Mr. Brannan’s proposal. 
Farm publications and city newspapers have called 
the plan a step toward a “managed agriculture” and 
the outgrowth of a “socialized principle.” President 


TABLE 3: PRICE-SUPPORT STANDARDS FOR 1950 BASED ON PARITY INDEX FOR MARCH 15, 1949, AND 
ESTIMATED AVERAGE PRICES RECEIVED BY FARMERS, 1940-1949 
Source: Secretary Brannan’s Statement, April 7, 1949 
Illustrative Calculations Only; Shows Probable Relative Differences for 1950 


Commodity (grouped according to present legislation) Unit 


Basic commodities: 


WCAE, occa ote ct eee ee cine oc Ore Bushel 

OED ej sleigh 0 sees. eon aco as enero oT ae Bushel 
Cotton ys conisasd s: aeataciete sete ee eee Pound 
BRACE oho i sieio rane .< aPeae 5 ate ovale viele Hakece faye ae eee Bushel 
Peanuts: (o4for ssc anit este oe oe ee ae Pound 
Tobacco: 

Blue-cured,. ¢ <ctocm otis te cinharcets meer voi eke Pound 

Burley. fcc, cos Ce eran coe te ee eee Pound 

Specified Steagall commodities: 

Butleclati eas. cts toes areata ce serene eat Pound 
Milk; whole. s,.. sed tuna tonsils secure eee Hundredweight 
Hogas is satin, coe ces ote 6 enlace eee Hundredweight 
1 OTT Ms ATOR: ABATE Ere pmec Hae Orono ose: Dozen 
Chickend: os. occ. cee Co oe ee Pound 
Miazsced Sti teats me aaron te eae Bushel 
Soybeans. 5. es oe tore eel arias ee ees Bushel 
Beans, dry: edibless..c2 cm sens oes che a ee Hundredweight 
Potaboes. i... ss ore ers ae oe ree Bushel 


Other commodities: 


Cattle, beefs... oo ae teins ates Sonate han eee Hundredweight 
Lambs, 955.2 g00y Wee tere oa ss Dee ee Hundredweight 
Oats; «256 oes eer eben steak aor eee Bushe 

Batley. . 4 ox, +0 tet meds oe Bushel 

Apples. Nic aenccen sees aero ee ee Bushel 

W001, » ins 2a Ace akin: contests ce Pound 

BREAN GOS ois toe c'sitinn smicine somite nt on Oo Box 


1Estimated by multiplying $18,218 million (see Table 1) times 1.44 (prices paid 
rs 4 including interest and taxes, basis parity index for Mar. 15, 1949; 1989- 
*Cash receipts from farm marketings for 1949 estimated at $27.5 million. 


Su Adjustment 
Standard Cane lumn 
@)-+(2) (4)x(S) 
Dollars 
26,234 uN 1.88 
26,234 ie 1.46 
26,234 Wo -2799 
26,234 1 2.26 
26,234 ue -0945 
26,234 yO -492 
26,234 1p - 496 
26,234 a -669 
26,234 L 4.22 
26,234 ute 19.00 
26,234 6 -458 
26,234 ji -290 
26,234 x. 4.30 
26,234 q. 2.54 
26,234 ale 8.45 
26,234 ¥. 1.59 
26,234 iL: 16.90 
26,234 liye 18.40 
26,234 he -825 
26,234 i 1.92 
26,234 1. 2.61 
26,234 ae 498 
26,234 a 1.96 


*Prices for 1949 estimated basis current prices and announced or mandatory 
support levels for oper espace ie “é. 
weet potatoes, peas, American- ian cotton, turkeys are 

Steagall commodities. ae ie 
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TABLE 4: ALTERNATIVE SUPPORT STANDARDS FOR 1950 BASED ON PARITY INDEX FOR MARCH 15, 1949 
Source: Secretary Brannan’s Statement, April 7, 1949 
Illustrative Calculations Only; Shows Probable Relative Differences for 1950; in Dollars 


Commodity (grouped according to present legislation) Unit 


VICES Sie Ro cei Ain fat aCe eee eee Bushel 1.88 1.95 
NIORT «eer tate Ce Che ee ote. has Peek es Bushel 1.46 1.42 
CRITE Bits COGENT GEL Otho ¢ Ura eeen as obi Aree ae Pound .2799 2745 
LOGE BONE ccc cabal Ae nee aes roe Bushel 2.26 1.80 
LE SOTA | hea ite ts i a OPPS, eh See ee en Pound 0945 106 
Tobacco: 

Ne OULEC asratiittaoe nt eielv sipiacieaen aaa cate Pound 492 406 

USD 7 eae ege a anntnaieres 6 amen, ann aan Pound 496 393 

Specified Steagall commodities: 
iperiatimentnen ttn Seem ts ites due ah a dapedlades Pound .669 . 582 
REESE WD OLE Ys. srctn ota she. Say eee Ee Neree teins deidies Hundredweight| 4.22 3.55 
SISA AS ee eee eee e Hundredweight| 19.00 16.10 
ae et Sta, cee, eee me, eee Dozen 458 AT6 
SURCKene Pry Raha Hee, epee. 2 te, Sen tee Te Pound .290 252 
ASECCOP MG. eet ei ee ee Bushel 4.30 8.74 
SOM OTSMEE Fc Pee eden oo, Moen, eee Bushel 2.54 2.12 
POU MOFVSCCIDIENI se shite di: cso suttos, cu Hundredweight} 8.45 7.46 
PUSTOU GES Pind oc eh celaet ek A oe ee Bushel 1.59 1.62 
Other commodities: 

UIT GEUHIGIMS § Shh) SNS aa ant eerie eg Hundredweight| 16.90 12.00 
MPSS SNR Ce Aaa Arcs) he ef) s shane of ceoie isis, ae Hundredweight| 18.40 13.00 
URE UNO a eS a ee Bushel 825 . 884 
“IPRs. pS, ae, et ane tear Bushel 1.99 eye 
FNDENGSAETS sro lacs is, oc Mode ee ete eee ats ie os ee Bushel 2.61 2.12 
UAE RE eres fev Pe Sos 0 Se vs Rat Me ke. Semacomwueie 6 SP Pound 498 405 
CUS DEES 05 See Ae 2 ee ne OES Box 1.96 3.32 


Income-support | 90% Current 
‘i Pari 


Support Range, Title II, Agricultural Act of 1948 


Standar ‘arity? 


11940-49 average prices times 1.25. Prices for 1949 estimated basis current prices 
and announced or mandatory support levels for 1949. 


2Differ from actual current support prices which go into effect at varying dates. 
*Based on parity revisions title II, Agricultural Act of 1948 including transitional 


Kline, of the American Farm Bureau Federation, 
which is committed to a policy of flexible price sup- 
ports, said: “At first glance it looks good for every- 
body. But farmers had better take a good look at 
the regimentation and controls involved . . . it 
looks like an agricultural approach to statism.” 

In comparing his act with Mr. Brannan’s pro- 
posals, Mr. Aiken stated: 


“The Agricultural Act of 1948 permits the secretary to 
require farmers to comply with acreage allotments and 
marketing quotas as a last resort when voted by the 
farmers themselves. The new proposals go much further 
than this and require the farmer to comply with the ob- 
servance of ‘minimum and sound soil-conservation prac- 
tices. This means not only compliance with marketing 
regulations, but also requires him to use his land in such 
a manner as may be approved by federal officials.” 


To these charges, Mr. Brannan stated that his rec- 
ommendations “called for absolutely no form of au- 
thority or control not contemplated by Title II of 
the Agricultural Act of 1948.” 

Some observers believe that Mr. Brannan’s subsidy 
plan is feared because direct attention would be 
focused on the cost of the program. Representative 
Hope asked Secretary Brannan in committee hear- 
ings whether “if the public is to be permitted to buy 
food at less than parity, won’t that weaken the argu- 


parity prices which are 95% of present parity. Transitional parity prices are for 
wheat, corn, cotton, peanuts, eggs, oats, barley, and oranges. 

4Sweet potatoes, dry field peas, American-Egyptian cotton, and turkeys are also 
Steagall commodities. 

aNot more than. 


ment that parity is a fair price?” Mr. Brannan agreed 
that may be, but he does not believe the public will 
long stand for maintaining prices at artificial levels by 
withdrawing commodities from the market, as is now 
done under the existing price support program. 

Representative Poage fears for the farmer’s morale: 
“The government has never asked another segment 
of the population to take their subsidy straight.” 
Some way, be believes, should be found to pay a 
subsidy to the farmer without making him feel like 
a “leech.” 


FLEXIBLE SUPPORTS 


Those opposing Mr. Brannan’s plan in favor of 
flexible support were represented in committee hear- 
ings by the American Farm Bureau Federation, the 
largest organization of its kind. Its president de- 
fended provisions of the Agricultural Act of 1948, to 
become effective in 1950, which provide for supports 
ranging from 60% to 90% of price parity depending 
on supply. 

Representative Pace, chairman of the subcommit- 
tee of the House Committee on Agriculture is vigor- 
ously and outspokenly opposed to flexible supports. 
He favors high, rigid supports. According to Senator 
Aiken: “If government undertakes to guarantee a 
satisfactory income to producers of farm commodities, 
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can we, with a clear conscience, deny the same guar- 
antee of satisfactory income to other groups of our 
population? Where can we stop?” 


FARM vs. NONFARM INCOME 


Mr. Brannan contends that his plan of support at 
100% of income parity “offers a realistic beginning” 
toward closing the gap between farm and nonfarm 
income. This is necessary, he believes, because the 
average net income of farm people from all sources 
in 1948 was only $909 per capita, including the value 
of home-produced food and income from nonfarm 
sources, compared with the nonfarm average of $1,569. 
“This,” he says, “puts the average farmer’s income at 
less than 60% of his urban brother’s income.” 

However, comparison of farm and nonfarm income 
is at best a difficult task as several recent investi- 
gations reveal. Nathan Koffsky of the Bureau of Ag- 
ricultural Economics, estimates that, had farm fami- 


lies purchased at city prices, the goods and services 
they consumed in 1945, the cost would have been 18% 
higher. Conversely, had urban families purchased 
their standard of living at prices prevailing in farm 
areas, they would have paid 7% less. “The difference 
in spread reflects the difference in the patterns of 
living.” 

A comparison of per capita net income, without 
taking these factors into account, is not entirely valid. 
These various studies! point up the complexities in 
measuring the differences in the standards and cost 
of living of the two groups. 


Rose Nawicu 
Division of Business Economics 


1Nathan Koffsky, in chapter “Farm and Urban Purchasing Power” 
from “Studies in Income and Wealth,” Vol. XI, published by National 
Bureau of Economic Research, 1949. 

Carl Kaysen and James H. Lorie, “A Note on Professor Schultz’s 
Analysis of the Long Run Agricultural Problem,” in The Review of 
Economics and Statistics, November, 1948. 


Current Public Housing Proposals 


EGISLATION now before Congress would in- 
crease by almost five times the number of low- 
rent housing units constructed and maintained with 
the assistance of federal funds. On December 31, 
1948, eleven years after the passage of the United 
States Housing Act, there were 214,728 dwelling 
units in our permanent public housing program, of 
which 190,882 were completed. The Housing Act of 
1949 as passed by the Senate would add 810,000 
units to this total in the next six years. 


STATUS OF PUBLIC HOUSING 


At present, the Federal Government has a direct 
financial interest in five widely diverse housing pro- 
grams: (1) low-rent housing for low-income families 
under the United States Housing Act of 1937; (2) 
public war housing under the Lanham Act and re- 
lated legislation; (3) temporary emergency housing 
for veterans under Title V of the Lanham Act; (4) 
the Homes Conversion program; and (5) the Sub- 
sistence Homesteads and Greenbelt Towns program. 
These programs, consisting of 716,156 dwelling units 
as of December 31, 1948, are administered by the 
Public Housing Administration, one of the three 
operating branches of the Housing and Home Finance 
Agency. (See Table 1 for a breakdown of total dwell- 
ing units by program and status.) 

Only the first of the five programs is permanent. 
Under it, the government makes available financial 
aid to communities to provide housing for “families 

. in the lowest income group . . . who cannot 


afford to pay enough to cause private enterprise . . . 
to build an adequate supply of decent, safe, and 
sanitary dwellings for their use.” The federal aid is 
in the form of loans to local housing authorities up to 
a maximum of 90% of the development cost of the 
projects and an annual contribution, or subsidy, to 
project operations to help keep rents within the 
means of low-income families. The active projects in 
the USHA program comprised 193,807 dwelling units 
on December 31, 1948. In addition, 20,921 had been 
programmed but their construction was deferred be- 
cause of the war. 

All other PHA functions are short-term responsibili- 
ties arising out of emergency situations such as the 
war and the depression. In general, the task of the 
Federal Government in these programs is now one 
of disposing of its interest. As of December 31, 1948, 
there were 501,428 dwelling units scheduled for ulti- 
mate disposition. 


PUBLIC HOUSING LEGISLATION 


The Housing Act of 1949 is the third to be approved 
by the Senate since the end of the war. The first, 
the original Wagner-Ellender-Taft bill, S. 1592, was 
passed in April, 1946, but expired at the end of the 
Seventy-ninth Congress while being considered in the 
House Committee on Banking and Currency. A 
majority of that committee, however, approved an 
amended version of the second W-E-T bill S. 866, 
during the Eightieth Congress, but the Committee 
on Rules prevented its being considered on the floor 
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of the House. The current bill, S. 1070, was passed 
by the Senate on April 21, and the House Banking 
and Currency Committee approved similar, although 
not identical, legislation, H.R. 4009, on May 12. It is 
expected that the outcome of this legislation will be 
decided in the near future. 


Table 1: Dwelling Units Owned or Supervised by 
the Public Housing Administration as of 
December 31, 1948! 


Source: Housing and Home Finance Agency 


N 
ie tara Dwelling Units 

RRS MRIBER ners Cart cesar aot ore is iota etek neh Gena terror 716,156 
CNEUN Eh egginalgd GROMER Be II a ERR dS hae 674,316 
Neterans G-1s6 ELOUSING!, .)...0 oe etles.s secs <c.e}s 135,462 
Hinder manapementoyfelns,..cteclt slelessle diem lee gies + 132,735 
Winder, consteucvlomy = <5. fet sossdeye Peis cho ayaa eears 2,578 
NOG MAGEr CONSEFICEON 6.0.<,c:ccsese,e,0,000 e00re.s.eeses cient 149 
Public War Housing (Lanham constructed)....... 318,264 
PA OMICS ECON VETSION is ds... cilers sale iets 851 a iounwale-iewing 24,503 
United States Housing Act...............20000- 193,807 
inder*management!: ses See, SUM fey ee Seer 190,882 
MONder CONnsECUCHION,..0a5..¢ ios acc cienite «has oe ec 1,502 

INot-underconstruction: . 6... jis sc'cc sieeule's ses 1,423a 
MGIC aw eS ere, 7 tT CoS IND Hae ey 120,953 
ENA FROST Pon Ci (iba re rae et ih ei 51,250 
eR ae littl RN ache teat grt ae tetim 21,604 

Subsistence homesteads and Greenbelt towns...... 208) 


80 
Inactive—Public War Housing (Lanham constructed). 20,919 
Deferred—United States Housing Act............... 20,921 


_ 1Excludes units which have been sold to mutual housing associations, limited 
dividend corporations (PWA) and homestead associations on which PHA holds 
mort; for collection. 


aRural units not yet built but which are parts of active rural projects. 

Besides authorizing the construction of additional 
low-rent housing units in nonfarm areas, the act in- 
cludes provisions for slum clearance, housing re- 
search, and a rural housing program. It involves 
federal financial aid in the form of loans, grants, and 
annual contributions. (Table 2 summarizes the sums 
of money involved by program and by type of com- 
mitment.) 

Under the slum clearance provisions of the legisla- 
tion, the housing and home finance administrator 
would be authorized to enter into contracts with 
local public agencies for federal loans and capital 
grants to assist the execution of locally planned slum 
clearance projects. The loans may total one billion 
dollars and the grants $500 million over a five-year 
period. 

Temporary loans would be available to finance the 
planning of local projects and to clear and prepare 
the land for re-use. These loans would be repayable 
when the land is sold or leased for redevelopment. 
Long-term loans would be available to refinance the 
portions of the sites which are leased. These loans 
would be secured by the rentals from the leased 
land. 

The loss involved in connection with slum clear- 


1—n the ensuing discussion, the Senate and House legislation are 
described separately only at points of variance. In most respects, 
they are the same. 


ance operations would be shared on a two to one 
basis. The Federal Government would make up two 
thirds of the loss out of the capital grant authoriza- 
tion, and the local government would make up one 
third either in cash or through the provision of 
parks, schools or other public facilities. 

The public housing provisions of the act, Title II, 
are written as a series of amendments to the United 
States Housing Act of 1937. The prime responsibility 
for the provision of low-rent housing remains in the 
hands of the various localities. The role of the Federal 
Government is restricted to providing financial as- 
sistance to local housing authorities, furnishing tech- 
nical aid and advice, and assuring compliance with 
statutory requirements. 

Under the Senate bill, the Public Housing Adminis- 
tration may authorize local authorities to commence 
the construction of 135,000 units in the fiscal year 
1949-1950 and in each of the five succeeding fiscal 
years. The President may retard or accelerate the 
program upon advice from the Council of Economic 
Advisers that such action would be in the public in- 
terest. Subject to the total authorization of 810,000 
units, he might decrease the number to be started in 
any one year to 50,000 or increase it to 200,000. The 
House bill provides that 150,000 units be started each 
year, making a total of 1,050,000 over a seven-year 
period. It permits the President to accelerate the an- 
nual rate of building to 250,000 units or to decrease it 
to 50,000. 

To make up the difference between the rents which 
low-income families can afford to pay and the annual 
operating costs of the dwellings, the Public Housing 
Administration is authorized to enter into annual con- 
tribution contracts with local authorities as shown 
in the following tabulation: 


Fiscal Year §.1070 H.R. 4009 

Millions of Dollars 

ODA ies More cio aax'm sve sieters piers ceje"e: © 85 85 

LOGE See oe See och clate tk ately stetiete 55 80 

1959 eit c ames acids Sebo ete 55 80 

abt: ah, eR ee Se 55 80 

TO5S SR See eater os tte 58 15 
Cumulative authorization for sub- 

SEQUENE. VEAPE. 6 65 oom se iss oie 308 400 


Subject to the total authorization, annual contribu- 
tions can also be accelerated by the President. 

Provisions in the United States Housing Act of 
1937 relating to the capital costs of low-rent projects 
are revised upwards in recognition of the increases 
in construction costs which have occurred since the 
passage of that law. The cost of construction and 
equipment of dwelling facilities is limited to $1,750 
a room, with the proviso that this maximum may be 
increased to $2,500 in high-cost areas where there is 
an acute need for low-rent housing. 

Other amendments to the housing act relate to 
priorities for admitting families to low-rent housing 
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TABLE 2: MAXIMUM RATES OF FINANCIAL COMMITMENTS UNDER THE HOUSING ACT OF 1949 AS PASSED 
BY THE SENATE ON APRIL 21, 1949 
Source: Eighty-first Congress Senate Report No. 84 
Millions of Dollars 


Commitments for repayable loans: 
Slum, clearance. a... o6 te arse are eb eee 
Low-rent public housing®..........0c...s000eceee+s8 
Farm chousing*: 22st cae ee ee: 


Total, jrepayable: loans. /aee tyes neste tree tee ae 


Contracts for grants: 
Slum,-clearancety, .s.ntxarcrechteacasiaraatecerae oR Ae 
ArH NOUSING. cccny. aes niacee cea ae eae 


Totaly grants... ctor cece coteute ate ee 


Contracts for annual contributions: 
Low-rent. public housing®. ..... 624 «acres. seuss ets oda 
Farm housing). ,...45 accra ene Ee Ree 


Total, annual’ contributions:. ...01.a<0sen wesc one 


Note: The housing bill which was approyed by the House Banking and Currency 
Committee (H.R. 4009) differs from nas bill in two provisions: (1) grants for farm 
housing are half the amounts shown here for each year individually and for the 
total; and (2) annual contributions for low-rent public housing are $85 million in fiscal 
year 1950, increased by $80 million in each of fiscal years 1951, 1952, 1953 and by 
$75 million in the fiscal year 1954, These sums may be increased within the total 
authorization of $400 million, at any time or times by the President, but not to 
exceed in any fiscal year an additional $80 million. 4 

1May be increased, within total authorization, at any time or times by the Presi- 
dent _but not to exceed in any fiscal year an additional $250 million. 

2This amount added to existing anthoriegtion of $800 million and the total author- 
ization placed on a revolving fund basis. 


and to family income limitations. To prevent com- 
petition between public housing and private enter- 
prise, the legislation requires that, before any con- 
tract for annual contributions can be made, the local 
authority must show that a gap of at least 20% has 
been left between the upper-rental limits of the 
project and the lowest rents at which private enter- 
prise is providing decent, safe, and sanitary housing. 

The housing research section of the legislation au- 
thorizes the housing and home finance administrator 
to undertake and conduct a program of technical re- 
search and studies to reduce the costs of housing con- 
struction and maintenance. In carrying out such 
studies the administrator is urged to make full use of 
all federal research facilities and to cooperate with 
industry, labor, local governments and nonprofit or- 
ganizations. 

The rural housing program provides loans aggre- 
gating $250 million, and grants of $25 million under 
the Senate bill and $12.5 million under the House 
bill, for farmers to modernize their homes or other 
farm buildings. The loans—up to thirty-three years 
at not to exceed 4% interest—are to be made to 
owners of self-sustaining farms who are not otherwise 
able to obtain credit. Similar loans, supplemented 
by annual contributions, are authorized for owners 
whose farms are not presently self-sustaining but 
which may be brought up to a self-sustaining level 
through a satisfactory program of enlargement, im- 
provement or adjusted farm practices. The subsidies, 
applied as a partial credit on interest and principal 


%Subject to annual determination by the Congress within these limits. i 
4May be increased, within total authorization, at any time or times by the Presi- 
dent but not to exceed in any fiscal year an additional $100 million. ; 
’May be increased, within total authorization, at any time or times by the Presi- 
dent but not to exceed in any fiscal year an additional $55 million. r 
aThe annual contributions authorized for low-rent public housing may be paid 
over a forty-year period. The $308 million is the maximum amount which may be 
paid in any one year. Since the inception of the original program, the annual con- 
tributions easily paid have amounted to 58.5% of the maximum amounts which 


ould be paid. ‘ : 
‘ bThe antalya tions authorized for farm housing may be paid over a ten-year 


period. 


payments, would not be made available to an owner 
for more than ten years and may not, in the aggre- 
gate, exceed $5 million after the third year of the 
program; lesser amounts would be authorized for the 
earlier years. The grants are payable, together with 
loans for minor repairs and improvements to dwell- 
ings and other buildings, on farms which could not 
be made self-sustaining. The rural housing program 
would be administered by the Secretary of Agriculture 
through the Farmers Home Administration. 


Mrirtam Crvic 
Division of Business Economics 


Business Book Shelf 


An Inquiry into the Reliability of Index Numbers— 
Some cautions on the use of index numbers to convert 
property accounts to a current basis. Research Depart- 
ment of the American Institute of Accountants, The Journal 
of Accountancy, April, 1949. 


Common Stocks as Investments for American Life 
Insurance Companies, A Nonacademic View II— 
In support of the thesis that common stocks provide a suit- 
able outlet for life insurance funds if certain safeguards are 
taken. By S.H. Nerlove, The Journal of Finance, March, 1949. 


Nationalization—An examination of the benefits that sup- 
porters believe nationalization will bring with it. By Lord 
Brand, Lloyds Bank Review, April, 1949. 
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Survey of Business Practices: 


Dollar Shortage Hampers Exports 


OREIGN sales have fallen off in recent months, 
according to a majority of the companies repre- 
sented in this month’s survey of business practices. 
The drop in sales is attributed to the stringency of 
foreign exchange, import restrictions imposed by 
foreign governments and, to some extent, increasing 
foreign competition. In contrast with the majority, 
some cooperators report a considerable increase in 
exports and state that the rise has come almost en- 
tirely because the ECA has listed their products as 
essential to the European recovery program. The 
outlook for exports, however, seems contingent on 
the future availability of dollars all over the world, 
and the establishment of a stable monetary exchange. 
Executives generally favor the President’s Point 
4 program calling for the export of American know- 
how and point out that much has already been done 
along this line by individual companies. Executives 
in opposition to the program feel that it will not only 
fail to increase foreign sales, but will eventually 
damage this country’s competitive advantage in world 
markets. Cooperators agree, however, that capital 
investments abroad must be safeguarded if we are 
to stimulate such ventures. 


TREND OF SALES 


In general, demand for our products abroad con- 
tinues heavy, but many manufacturers find them- 
selves in the unfortunate position of being unable to 
take advantage of such markets. As a result, a dip 
in foreign sales is reported by most industries. 


Currency Conditions Main Deterrent 


The dollar shortage abroad is reported as the prin- 
cipal factor restricting foreign sales at the present 
time. Demand, in the form of inquiries and prospec- 
tive sales, is as lively as ever, but actual sales to 
dollar-short countries are virtually at a standstill. 
As one industrialist typically explains: “We have had 
numerous inquiries from would-be distributors, but 
we have said in answering them that we would re- 
quire payment in American dollars. As expected, this 
was the last we heard from them.” Another executive 
writes: “Demand for our product is heavy and our 
foreign shipments would greatly increase were we 
willing to take payment in foreign exchange. This, 
however, would be practically useless to us.” 

Some manufacturers of capital goods point out that 


demand for certain classes of capital goods is higher 
at the present time than ever before. A number of 
companies of the machine-tool industry are also en- 
joying a heavy demand for their products, but sales 
have been dropping very sharply to a point where 
they now are “scarcely more than a trickle.” And 
this is all owing to the stringency of dollar exchange. 


FIGHT FOR MARKETS 


Exporters realize that they have little control over 
the monetary situation, but a few executives report 
that steps are being taken in their individual organi- 
zations in an attempt to retain markets that are 
rapidly disappearing. One company has arranged for 
the manufacture of their machines in England in the 
hope that this will facilitate greater sales in the 
sterling areas. According to the present plans of 
another industrial organization, the sterling bloc 
countries will be supplied with the company’s prod- 
uct through acquisition of a former dealership and 
setting up a foreign plant. The product will be manu- 
factured under a subcontract while the assembling 
will be done by the company itself. The majority of 
the cooperators, however, will depend upon sales pro- 
motion to maintain their exports abroad. One ex- 
ecutive, for example, writes: “We plan to merchan- 
dise our product abroad aggressively during 1949 as 
a little caviar on top of our bread-and-butter domestic 
business.” 


Domestic Controls 


Executives are almost unanimous in reporting that 
controls have little serious effect on exports. Red 
tape, heavy paper work and some delays in ship- 
ments are noted by a few manufacturers, but they 
contend that there has been little over-all interfer- 
ence. This is in direct contrast with the findings of a 
survey made on export controls last year. At that 
time, United States controls were found to be the ma- 
jor factor inhibiting foreign sales. 


Foreign Controls 


In most cases, foreign governments are using im- 
port licensing regulations in an attempt to conserve 
their hard currency. Also, efforts to purchase goods 
from “nondollar” sources have led to a refusal of 
import licenses to some potential buyers of American 
goods. For example, a paper manufacturer writes: 
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Argentina “Our business to countries in the sterling bloc has 


“Our export business to Argentina, except in a 
very few products, has disappeared completely.” 

“Owing to currency conditions our business with 
this country is virtually at a standstill.” 

“We are finding it practically impossible to trans- 
act business with Argentina owing solely to the re- 
strictive controls imposed by the Argentine Govern- 
ment.” 

“During the past year or more, the political situa- 
tion in Argentina has been such that we have elim- 
inated any business there.” 

“The market is completely lost.” 

“Exchange controls have caused serious delays in 
shipments as we refuse to process long-term contracts 
unless we are covered at all times through dollars.” 

“Conditions in Argentina have to all practical pur- 
poses eliminated that country as a market for the 
time being.” 


Australia 


“We seem to have lost out, temporarily at least, 
in some of the sterling markets, such as Australia 
and New Zealand.” 


Belgium 


“Both our distributors in Belgium are now ob- 
taining all shipments under ECA arrangement.” 


Brazil 


“The Brazilian market has deteriorated in the past 
year, largely because of the lack of dollar exchange, 
so that our sales there have been rather limited and 
mostly confined to those for which payment is made 
in this country.” — 

China 

“Our shipments to China have been radically cur- 
tailed because of inability to secure import permits 
as a result of political and business conditions there.” 

“China is a lost market. The unstable situation 
there is now making business impossible.” 

“Controls are working against us in China, al- 
though it may be that the civil war has been the 
prime reason for reduction of business in that area.” 


Denmark 


“The inability of some of our foreign customers to 
obtain dollar exchange has resulted in a heavy loss 
of business, particularly in Denmark and Argentina.” 


Great Britain 


“Shipments of many products to Great Britain have 
been almost entirely eliminated owing to import con- 
trols.” 

“There is a dollar shortage in England and the ad- 
ditional government barrier against importation of 
American-made capital goods results in a virtual em- 
bargo of our product.” 


practically vanished.” 

“Owing to regulations in their country, the English 
are prohibited from buying any of our product as an 
inferior, but similar, item is made in England. We 
believe this market is lost forever.” 

“England permits nothing more than token ship- 
ments of our product.” 


Italy 
“Italy is underselling us.” 


Mezico 


“Mexico has been closed to us as a market by a 
government embargo brought about by politicians 
down there having an interest in the local manufac- 
ture of products similar to ours.” 

“Import controls and the lack of dollars have re- 
sulted in the disappearance of our market in Mexico.” 

“High duty payments have restricted our shipments 
in Mexico.” 


Netherlands 


“Our representatives in Holland obtain import li- 
censes under the ECA arrangement from time to time, 
but they still have difficulty.” 


Russia 


“The embargo of shipments of our products to 
Russia and other Iron Curtain countries has been in 
effect since the war. Whether these markets are per- 
manently lost depends on how long the present politi- 
cal situation prevails.” 

“The major part of the reduction in our business is 
attributable to current restrictions on exports to Iron 
Curtain countries.” 


South Africa 


“The dollar shortage and consequent imposition of 
import controls have resulted in cancellation of orders 
from South Africa.” 

“As of June 30, South Africa will come under rigid 
regulations, as the government is instituting import 
control of commodities instead of exchange quotas.” 

“Restrictions on foreign exchange have hampered 
us to a considerable extent.” 

“Until recently we could ship any of our products 
to South Africa without interference, but the recent 
arbitrary and unreasonable restrictions introduced in 
that country on the use of dollars have hurt us.” 


Sweden 


“We have experienced virtual cancellation of sub- 
stantial orders due to the exchange shortage.” 


Uruguay 

“We are unable to ship certain goods that can be 
obtained in England to Uruguay because of the dol- 
lar exchange.” 
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“For many years we exported an intermediate material 
to Australia. Today, that country’s controls prevent these 
exports and the company which was organized in Aus- 
tralia and financed from here is now buying its material 
from Scandinavian countries and converting them in 
Australia.” 


A steel producer reports that his business has been 
affected seriously in recent months, principally in 
Argentina, where all import permits for steel were re- 
cently recalled. Another steel producer states that 
the difficulty of obtaining permits and licenses from 
other countries reduced his export business in 1948 
to about one half its 1947 volume. 

Import restrictions designed to protect local in- 
dustry are also a deterrent to greater foreign sales. 
One executive states: 


“Our shipments of paints and certain other materials 
have been almost eliminated from Brazil because of the 
use of regulations to prevent entry of goods competing 
with local industry.” 


Other cooperators report the loss of a market be- 
cause regulations within the country force the pur- 
chase of goods of local manufacture, although they 
may be inferior to American-made products. 


Foreign Competition Making an Appearance 


Foreign competition has not become a major prob- 
lem as yet, but manufacturers reveal in the following 
excerpts that it is on the rise. 


“Foreign sales have been affected by increased produc- 
tion and lower prices arising from countries like Holland, 
Australia and New Zealand.” 


* * * 


“Some of the Marshall plan money is being used to 
buy competitive products in other countries, and some 
of the money is being used to build production facilities 
for the same items in other countries. These products 
will directly compete with us in both foreign and do- 


mestic sales.” 
* * * 


“In the manufacture of our product, 65 cents of each 
sales dollar goes for labor. You can readily realize that 
low-wage foreign producers have a tremendous advan- 
tage over manufacturers in the United States.” 


* * * 


“We are encountering intense competition from brass 
and copper manufacturers in certain European countries 
and Japan, where labor rates are extremely low.” 


Manufacturers feel that competition will continue 
to grow and they speculate what this will do to al- 
ready dwindling foreign sales. 


Political Unrest 


The political unrest of some countries is curtailing 
American exports. In some cases, markets have been 
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almost completely eliminated owing to the political 
situation. Russia, for example, has placed embargoes 
on most products and her influence extends to all the 
countries behind the Iron Curtain. Current restric- 
tions on exports to these countries have resulted in 
a substantial loss of United States business. Execu- 
tives also report that political conditions in South 
America are hampering the free flow of American 
goods to this important market. China is also classed 
as a lost market by many manufacturers. It is dif- 
ficult to determine whether these markets are lost 
temporarily or forever, executives say, but United 
States exports will suffer as long as the present politi- 
cal conditions prevail. 


EFFECT OF ECA ON EXPORTS 


ECA funds have eased the exchange problems of 
participating countries and as a result industries whose 
products are considered essential to the program are 
enjoying an upward climb in foreign sales. This is 
particularly apparent in the industrial machine, 
chemical, and instrument and control industries. 
Parts of the machine-tool and automotive equipment 
industries also seem to be enjoying some benefit. As 
one manufacturer puts it: 


“Since a considerable percentage of our business is 
with Continental Europe and the United Kingdom, our 
customers are largely dependent on Marshall plan funds. 
If these funds were not available, our foreign sales would 
deteriorate to a damaging extent.” 


Another accolade for the ECA appears in this 
statement: 


“Our entire business in the sixteen participating coun- 
tries is dependent on ECA dollars. There have been suf- 
ficient ECA purchase authorizations to absorb our ca- 
pacity allocation to those countries.” 


Although other cooperating executives have re- 
ceived no direct benefit from the Marshall plan, they 
point out some worth-while indirect benefits. For 
example, some manufacturers have sold parts to 
companies exporting to ECA countries. Others have 
benefited, as one chemical manufacturer points out, 
“from the lifting of rationing controls in several 
countries which have received ECA aid.” 

The greater part of the first year’s allocation of 
ECA funds was absorbed in the purchase of foods, 
fuel, and raw materials. While companies in these 
fields enjoyed a fairly steady amount of foreign busi- 
ness, industries with a low priority under ECA suf- 
fered. Reports from the office equipment, textile and 
transportation equipment industries in particular 
note this condition. Now portions of the food in- 
dustry report a tapering off in foreign sales as the 
ECA countries are becoming self-sustaining with re- 
spect to food. 
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ECA is now shifting its emphasis from relief and 
support to reconstruction. More money will be spent 
for materials such as heavy machinery and transpor- 
tation equipment. Controls will also be eased to per- 
mit the export of less essential items. In view of this, 
most of the reporting executives are optimistic about 
their foreign sales to Marshall plan countries. 

There is considerable difference of opinion regard- 
ing the value of the Marshall plan to the American 
exporter. The following excerpts sum up the oppos- 
ing views: 


“The Marshall plan, by fostering trade between ECA 
countries and by encouraging the development of ineffi- 
cient producers within those countries, is drying up 
established markets of American exporters.” 


* * * 


“The Marshall plan is of benefit to us in financing or- 
ders from European countries which come under the 
program. It will help to maintain business until Europe’s 
capacity to earn dollars is increased to the point where 
we will again have a continuing and unrestricted market.” 


THE EXPORT OF AMERICAN KNOW-HOW 


The “bold new program” of President Truman’s in- 
augural address, known as the Point 4 program, 
which proposes to make the know-how of American 
industry available to backward areas throughout the 
world, meets with favor with the majority of the 
cooperating executives. One executive writes: “On 
a broad basis, we believe the President’s proposal 
to be an excellent plan for future action. The 
United States has both the capital and the ability 
to improve the economic conditions of many countries 
which do not enjoy our present-day standard of liv- 
ing, and if such an economic improvement can be 
made, certainly all countries should benefit.” Many 
executives feel that if such a procedure will raise 
the standard of living in these undeveloped countries, 
they will become better customers of the United 
States. It is pointed out that countries with the 
highest standards of living have been the best cus- 
tomers of the United States in the past. 

Foremost in the minds of many manufacturers, 
however, is the fact that the President’s proposal is 
neither “new” nor “bold.” As evidence, manufac- 
turers cite examples of the present export of know- 
how: 


“We are already applying Point 4 in licensing arrange- 
ments we have for certain of our products in various 
countries. We will probably expand such arrangements 
somewhat further in the future. We regularly have from 
twenty-five to fifty student engineers as well as engi- 
neers who have considerable practical experience taking 
special training here at the factory. We feel this will 
ultimately have an important bearing upon the trans- 
fer of American technique and industrial know-how 
abroad.” (Electrical machinery) 


“We have one contract under which we have placed 
several men in a foreign country to teach the operation 
and maintenance of our equipment.” (Engines and tur- 
bines) 

* * # 

“For many years we have had contracts for the export 
of our technical know-how which generally have worked 
out satisfactorily.” (Steel producer) 


ee ed 


“We are constantly sending technicians to foreign 
countries to assist in the installation and operation of 
our machinery. We find that high value is placed on 
these services by our customers.” (Specialized industrial 


machinery) 
* * * 


“We are participating to some extent in the Point 4 
plan, although it was our own idea, by bringing trainees 
from foreign countries, to teach them how to erect and 
operate our machines. We ask each foreign customer to 
select a first-class mechanic and send him to us for 
nine months of thorough training. We have people in 
the plant from England, Scotland, Ireland, Australia, 
Denmark, Belgium, France and Colombia. The customer 
benefits because he has a well-trained man in his own plant 
to install and maintain the new equipment. We benefit be- 
cause we do not have to send our own men to these for- 
eign countries, and we are sure our equipment will be 
properly installed and maintained.” (Specialized indus- 


trial machinery) 
* eS 


“For some fifteen years, our agents in a few European 
countries have been either assembling or completely man- 
ufacturing certain of our products under a licensing ar- 
rangement which gives them our designs and know-how 
and gives us a license fee per unit produced. We have 
no investment in, nor financial control of, such licensed 
manufacture. This arrangement has worked out satisfac- 
torily in that it has been profitable to us and to our man- 
ufacturing licensees.” (Instruments and controls) 


+ t+ 


“We make available to our manufacturing plants in 
Great Britain and Germany, and our assembly plants in 
Sweden and Switzerland, all our know-how to aid pro- 
duction. The achievements of these countries have been 
most satisfactory.” (Office equipment) 


Many companies feel that more has been done al- 
ready in exporting the know-how of American indus- 
try than is generally realized. An exporter of capital 
goods points out that the proposal is hardly a new one 
to the seasoned exporter of capital goods, but that it 
is the first time in almost a generation that any em- 
phasis has been given this program by our govern- 
ment and it does “point up challenging opportunities 
for American business and industrial leadership in the 
export market.” Another executive writes: 

“Subsidiaries of United States organizations often carry 


abroad not only their manufacturing techniques, but also 
concepts relating to the housing and care of help, pre- 
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vention of disease, and similar topics that represent dis- 
tinct advances on the practices of the areas in which they 
are established. We believe that the exportation of Amer- 
ican methods provides distinct advantages for the com- 
pany, for the workers, and ultimately for the areas in 
which these operations are carried on.” 


Opposition to Point 4 


The greatest opposition to the export of American 
know-how stems from the belief that to make our sci- 
entific and industrial knowledge available to the 
world means that there will be increased competition 
and the destruction of certain export markets. “It 
seems to me,” one producer says, “that we are going 
far enough when we share part of our present wealth 
with impoverished countries, without also showing 
them how to compete with us in future years when 
there may no longer be any special need for helping 
them.” 

Another executive poses this question: “How can 
foreigners use our know-how and methods with their 
labor costs and their living conditions as contrasted 
with ours without taking away the major section of 
the foreign business on a purely price basis?” Still 
another executive, noting that “we loan money to 
foreign countries to compete with us in export mar- 
kets,” asks “should we also teach them how to do it?” 

Some executives doubt whether it is easy to export 
know-how. One reports this experience: 


“Before the war we had certain of our English friends 
send operating men over here to observe our operations. 
After they had gone back home and unsuccessfully tried 
to adopt these methods to English labor, we were asked 
if we would consider sending our own operating men 
there, which we did. Their efforts were no more suc- 
cessful and, as one of them summed it up, their failure 
was owing to the fact that ‘the men won’t take off their 
waistcoats.’ ” 


Conditions for Export of Know-how 


Whether opposed or in favor of the proposal, ex- 
ecutives agree that: 


“Under any arrangement for the furnishing of such 
technical assistance and capital in foreign projects, ade- 
quate safeguards are necessary to cover such essential 
considerations as full rights for establishment of the en- 
terprises; rights in the selection of employees; access to 
raw materials, markets and to labor supply; adequate tax 
treatment; adequate transportation facilities; assurance 
that dollar exchange will be provided for interest, divi- 
dends and capital repayment; and guarantees against ex- 
propriation, nationalization or other threats to equities.” 


Other executives point to the hazards of discrimi- 
natory taxes, antiforeign feeling, unreasonable labor 
regulations, and the political and social climates of 


the countries considered. “It is our opinion,” states 
one industrialist, “that there will not be a very large 
investment of American capital abroad so long as 
world politics are as unsettled as at present. Any 
type of incentive or risk sufficient to interest Ameri- 
can capital in large volume would probably result in 
a tremendous added expense to the taxpayer. The 
nations of the world must learn to live together be- 
fore they can expect to do business together on a 
satisfactory basis.” 


Stepping Up Capital Investment 


Since the primary interest of investors is the real- 
ization of a return on investment, executives contend 
that there must be “assurance that the capital can 
compete under fair practices and can be recovered in 
United States dollars in case of necessity, assurance 
that profits earned under fair competitive conditions 
can be remitted to the investor, and some assurance 
of stable currencies.” 

A considerable number of the cooperators see tax 
exemption on foreign earnings as an important in- 
centive for stimulating the flow of American capital 
abroad. Some feel that the portions of the tax law 
holding dividends from foreign investments to be 
wholly taxable while permitting an 85% exemption 
on corporate dividends from other American enter- 
prises has not “given benefit to the American entre- 
preneur who is willing to risk capital in foreign de- 
velopment.” 

On the other hand, there is fear expressed that 
tax exemption on foreign earnings would result in an 
increase in taxes to be collected out of other income 
to pay for protection of foreign investments. There 
is also a question as to the stimulus of tax exemption. 
Many feel that if an American manufacturer can be 
sure that his investment is reasonably secure and that 
if he makes a liberal return he will be guaranteed per- 
mission to bring back to this country liberal divi- 
dends, he would probably not worry about paying 
normal taxes on earnings that he realizes. 

A final note is added by one executive who ex- 
presses the same doubts as some other cooperators: 


“In the present state of most of the world abroad, 
it seems to me that any new American capital investment 
is a risky venture. To justify any such risk, some form 
of insurance or special incentive would seem to be im- 
perative. But, can we afford to risk much additional 
venture capital abroad when apparently there has been 
an insufficient amount of equity capital available to many 
of our own industries?” 


BarsparaA R. MaAness 
G. Cuark THOMPSON 
Division of Business Practices 
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Paper Industry Returns to Buyers’ Market 


URING the past few months the paper and 
paperboard industry has been in the process of 
swinging back to conditions of vigorous competition. 
From the war’s outset through the first half of 1948, 
requirements for most grades of paper and paperboard 
consistently ran ahead of supplies despite tremendous 
increases in production. By the end of 1948, all grades, 
except newsprint and kraft paper, were in adequate 
supply. And even in these two lines production has 
recently caught up with demand. 

Paper demand is still high, but orders are generally 
smaller, credit terms are more generous, and cash 
discounts have become increasingly widespread. 
Prompt deliveries are now characteristic of most seg- 
ments of the industry. Production of paper and paper- 
board dropped 8% during the first quarter of this 
year from the comparable 1948 period and new orders 
declined 10%, reflecting a leveling off in demand to- 
gether with liquidation of excessively large inventories 
held by converters, wholesalers and retailers. 


SENSITIVE TO ECONOMIC ACTIVITY 


The beginning of 1948 witnessed a significant 
shrinkage in the backlog of orders in many nondurable 
goods industries, with an attending ebb in their pro- 
duction. Since paper and paperboard production 
closely follows the output of nondurable goods, strong 
indications were already evident early in 1948 that 
most grades of paper and paperboard would be in 
adequate supply within a year.! 

See “Paper Demands Mount,” The Business Record, January, 1948. 


Chart 1: Paper and Paperboard Capacity and 
Production 


Sources: Department of Commerce; American Paper and Pulp 
Association 


Millions of Short Tons 


The volume of paper consumption is closely cor- 
related with over-all economic conditions. The chief 
use for paper and paperboard is to expedite shipping 
and merchandising of other products, mainly non- 
durable goods. Hence, the demand for paper is ba- 
sically indirect. 

Since the production of paper and board requires 
the use of tremendously large and expensive machines 
and other heavy investment in fixed capital, the 
industry is extremely vulnerable in periods of de- 
pression. Any marked contraction in production 
generally results in a still more severe drop in earn- 
ings owing to the great size of fixed costs. This 
fact has been borne out by what happened in 1921, 
the early Thirties, and again in 1938. In each of these 


Chart 2: Per Capita Consumption of Paper and 
Paperboard in the United States 


Sources: Department of Commerce; American Paper and Pulp 
Association 
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periods a moderate drop in output resulted in a pre- 
cipitous slump in profits. 


WAR PERIOD 


Although there was some difficulty in recruiting 
man power for the paper and pulp mills, the problem 
of procuring sufficient woods labor for urgently needed 
pulp wood was acute. On the mill level, women were 
able to take over many of the jobs held by men who 
were inducted into the armed forces. However, it 
was exceedingly difficult to replace woodsmen who 
were drafted into the armed services or lured into 
such war industries as shipbuilding where wages were 
higher. 

As in virtually every other line during the war, 
the industry was continually straining its capacity 
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TABLE 1: PAPER AND PAPERBOARD PRODUCTION 
Source: Bureau of the Census 
Thousands of Short Tons 
Type of Product 6 ea WN 

All types paper and paperboard........... 63.2 
LAL MeL esenne pn igegas renepernerary ara’ A 49.6 
MeWwapniat: joe secre erm esata -9.2 
TSrOunGWwOOds. | cetrhi ance ates tocar 55.0 
Bigole PAPER ct ee ete see ne. heed 48.8 
ING IPAPEE. cee aa eee ace 60.0 
BRGAMSE DADER ee yc torecle no eysie oto 45.0 
Special industrial paper.............. 347.9 
DIaniLAryIpapercn sea. sais ch ones 169.7 
Bisse Papers. 2) Menlo oases wwe Ns -21.0 
absorbent papervese.....0 5.0 o0e. web -10.7 
Building paper and insulation......... 95.4 
nc pipe yee Sven cee te | ee coe emer) OIE P| eye em > rene cttile| @itlr on B4ate pre wlingem x 
Beet C LOUAL. one-way bas aie ikem aah 80.1 
Wontainer hoards) ciscs. ee cee s os 50.0 
Molding boxboard ... 35. cee Ad la vorccnide 58.3 
Betup DOXDOATC......o,.. cmos sccm os -31.0 
Girdhoard. oso. ciisc See eee ee 35.6 
Biulding board!..s) hen. S0h Leases 1,007.0 
Preuinachine boards eee iaOme eels). |~. 188 |. 190 | . 1gt | ef Cees 
BURR CA OAR a? oases (os s Gasiacadote ts 491.7 


1Comparability of the 1943 and 1944 data with statistics for earlier years is 
affected to some extent by the inclusion of statistics for a few companies not pre- 
viously covered and by certain classification changes. Data for 1939 are reasonably 
ee his later years, with the exception of tissue paper, building paper, and 


ng board. an 
alncludes some special industrial paper. 


in an attempt to catch up with heavy demand in the 
face of emergency restrictions and shortages of man 
power, materials, and transportation. Consequently, 
production during the war period was severely limited. 
Annual output of paper and paperboard for the years 
1941 through 1945 ranged between 17,036,000 tons 
and 17,890,000 tons, a sizable rise from the 13,510,000 
tons of 1939 but substantially below the three postwar 
years. (See Table 1.) 


POSTWAR EXPANSION 


Since the end of the war, the industry has been 
engaged in a vigorous expansion program. From 
December, 1945, to December, 1948, paper and paper- 
board capacity’ has been augmented by approximate- 
ly 3 million tons, or 15%, a very considerable increase 
for a three-year period. A growth of 40% in year-end 
capacity from 1939 to 1948 points up the magnitude 
of expansion that has taken place since before the 
war. Although many companies are still in the process 
of increasing their plant facilities, the bulk of the 
postwar expansion has now been achieved. (See 
Table 2.) According to the American Paper and Pulp 
Association, total assets of the paper industry at the 
end of 1948 were estimated at $4.5 billion—about 12% 
above 1947 and about 90% greater than in 1939. 

Production of paper and paparboard in 1948 aver- 
aged 95% of capacity as compared with 97% in the 


1Theoretical capacity in the paper and paperboard industry is the 
sum of the estimates by the mills of maximum annual output under 
conditions of adequate materials and labor supply, ability to use or 
sell full production, manufacture of standard qualities and confor- 
mance with state laws and with labor contract provisions, if any, 
which may limit operating time. 


bPrior to 1945 includes all grades of bending board. 

cPrior to 1945 includes all grades of nonbending board. 

dIncludes liner for gypsum and stock for laminated wallboard. 
eNot shown separately. : . 

gincludes bending pest f nonbending board not for use in box plants. 
pPreliminary. 


previous year. (See Chart 1.) Operations for the 
first quarter of 1949, latest period for which figures 
are available, averaged 92% of capacity for paper 
and 84% for paperboard, an evident drop from 101% 
and 100%, respectively, for the same period in 1948." 


CURRENT PICTURE 


Profit figures for the pulp and paper industry for 
the first quarter of 1949 registered a downturn of 
23.8% from the last quarter of 1948 and a falling off 
of 24.8% from the first quarter of last year, according 
to preliminary estimates of the National City Bank 
of New York. 

Earnings for the pulp, paper and products industry 
as a whole demonstrated a sizable increase for the 
years 1946 and 1947, both in dollars and as a percen- 
tage of sales and net worth. However, in 1948 there 
was a moderate drop in net income. (See Table 3.) 

While profit margins dipped somewhat in 1948 
owing to a leveling off in demand concurrent with in- 
creased costs of raw materials, labor, and transporta- 
tion, it was the nonintegrated mill? which suffered 
most. Integration makes possible lower costs at each 
stage of the papermaking process from the felling of 
trees to the finished product. The long-term trend 
toward vertical integration was accelerated during 
and since the war because of high pulp prices and 
other economies achieved from large-scale operation. 
When pulp prices mount, the integrated mill enjoys 
an especially advantageous position. Firms which 


1American Paper and Pulp Association. 
*Those mills which buy all or most of the pulp that they convert 
into paper. 
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TABLE 2: SURVEY OF NEW CAPACITY, 1947, 1948, 1949 
Source: American Paper and Pulp Association 
Capacity in Short Tons 


Capacity Increases During 


% Increase 
End of 1945 to 
End of 1948 


Capacity 
End of 1950 


1950 


Cc it: 

Grade of Pape one 
WING) i, Aes cistern apne bso vie SEAS Co oe 1,263,930 
Books ssis(ulatercloiss dsatole Wein c eae epee eae cee 2,197,320 
ISSO sa « ca seuctvisietemyecisics-s) Been see paerae, ene) ae etree 1,236,140 
Wrapping’ and specialties... ssa. o.ch oa. - spews oct 3,444,370 
Groundwood papers: .5./c. 5. cnteere cers oe cies Peers 837,900 
INeWaprint.i\s5.csseu ste acls ee eee eee eee eee 831,400 
Miscellaneous). rc... oe cen tgs eee ct ees 110,930 
Building papery 5c apeaeiee eee tee e reeee 1,160,000 
Total papersc coke Rls Os Cae Ie Oe cee er tee 11,081,990 
Paperboard «2/70 ccittedieiactats «Sterne d cee ree 9,200,100 
Wet machine and building board....................005 1,389,000 
Total'paper:and board ....5 aos tees «eect hee care 21,671,090 


1,860 17,050 | 1,294,000 9.1 

69,440 45,880 | 2,585,530 24.8 

12,400 7,440 | 1,841,540 18.5 

$25,190 75,950 | 4,152,410 16.0 

20;4600 1/0 | RIES 871,070 10.0 

eae 117,800 | 1,029,490 4.0 

Rot ee Oke | meee 112,170 3.2 
nS Dee 12.400 | ese 1,172,400 ae 

719,510 264,120 | 12,508,610 13.7 

678,600 27,900 | 10,548,550 9.8 

171-120 gl lematt een eee ee 1,560,120 73.3 

1,569,230 | 1,084,940 292,020 | 24,617,280 14.6 


have to buy pulp show narrower profit margins. To- 
day, about 22%' of the seven hundred mills in the 
industry are integrated. 

Woodpulp, paper and paperboard each achieved 
peak production records in 1948. Our per capita 
consumption of paper and board, highest in the 
world, reached an all-time record in 1948 of 358.5 
pounds, 4% above 1947 and 47% over 1939. (See 
Chart 2.) The long-term growth in per capita paper 
and paperboard consumption is closely related to the 
steady rise in our standard of living and the con- 
tinual increase in the number of paper products. 

Paper is a very versatile product and new uses are 
always being introduced. Because it is economical, 
lightweight, and easy to handle, paper has in many 
instances during the past two decades replaced other 
materials, such as textiles, metals, wood, and glass, 
for many uses. For example, 60% of bakery flour 
today is packed in paper sacks as compared with 10% 
only two years ago. There has also been a marked 
switch since the late Twenties from wood to paper- 
board for shipping products. Glass jars and tin cans 
are also facing hardy competition with paper and 
fiber containers. Paperboard walls and paper drapes 
have been rapidly gaining popularity. 

In recent months there have been indications that 
the sharp upward movement in output since the war’s 
end has leveled off. Paper output in 1948 recorded a 
5% upturn from 1947, slightly greater than paper- 
board, which rose 4%. Output of paper and board for 
the first quarter of 1949 is estimated by the American 
Paper and Pulp Association to have amounted to 
5,050,000 tons, about 8% below the same 1948 period. 

In general, the price of paper and paperboard has 
decreased slightly at mill level. However, there have 
been some fairly substantial price reductions in a few 
scattered lines that were considered overpriced. More 
widespread price softening has been in evidence on 
the consumer level, i.e., there have been reductions 
at various stages between the mill and consumer. This 

1Constituting about 46% of capacity. 


Table 3: Net Income as a Percentage of Sales and 
Net Worth 
Source: The National City Bank of New York 


Net Income’ as a % of Net 
Net Income! as a % of Sales Worth 0 


Year 
Pulp and Pa- | Total Manu- | Pulp and Pa- | Total Manu- 
per Products| facturing | per Products| facturing 
TSG hha aeoieas tee 4.9 7.6 4.0 10.4 
1087). ccoe see fal | 7.4 7.5 10.8 
1O8Sis2..c eine 1.9 4.0 3.0 4.8 
VOSO + sp ancininson teats 6.3 6.5 6.4 8.5 
TOA swears ng + 38 7.4 fare) 9.6 10.3 
TOA A dsc 8.2 6.5 10.5 12.4 
1048 287 Sener 5.9 4.3 7.6 10.1 
Br ee eae ae nee 5.0 3.6 7.2 9.9 
WOAS Se Fe cee 4.5 3.3 neo 9.8 
OSS. MSS eerteiaon 4.3 3.9 6.8 9.1 
VO4G 258 es ces: os 8.6 6.0 14.3 12.1 
(Ley Ay ee a yee 11.4 7.1 aS iY ra! 
1948 SESS 10.6 7.5 20.4 18.9 
lAfter taxes. 


can be explained in large part by the fact that upward 
price adjustments since the removal of OPA have 
been somewhat steeper at the merchant’s level than 
at the mill. While most costs have not diminished 
and some are still on the rise, waste paper prices are 
down considerably from last year and domestic wood 
pulp prices in recent months have also come down, 
with European pulps down sharply. 


BUYERS’ MARKET HERE 


During the war, high prices were no deterrent to 
sales, and quality was not emphasized. With the ad- 
vent of a buyers’ market, purchasers of paper have 
become more price conscious and have been demand- 
ing and getting improved quality. More intensive re- 
search in development of new paper and paperboard 
products, expansion of market research, greater con- 
centration on sales promotion, and more concern with 
reducing costs have also taken place. Virtually every 
firm in the industry has felt the pressure to increase 
operating efficiency in adjusting to normal peacetime 
competition. 

As a whole, the pulp, paper, and board industry 
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does not allocate large sums of money for advertising. 
In prewar years, the industry as a group spent less 
than 1% of sales on advertising. Since the bulk of 
the industry’s customers are manufacturers who pack- 
age goods, advertising is for the most part limited to 
trade journals. Those segments of the industry that 


Table 4: Failures of Manufacturers in the 
Paper Industry! 
Source: Dun & Bradstreet, Inc. 


Liabilities 
housands 


of Dollars) 


5,322 
8,253 
5,379 
3,404 
1,836 


‘This group includes the manufacture of pulp primarily from wood, and from r: 
and other fibers; the conversion of these Reine into any kind of paper or paperboard; 
and the manufacture of paper and paperboard into converted paper products, such 
as coated paper, paper bags, paper boxes, cards, and envelopes. Certain types of 
converted paper products are not included, such as abrasive paper, and carbon paper 
and photosensitized and blueprint paper. Includes all concerns involved in court 
dings or voluntary actions likely to end in loss to creditors. Does not include 
Gipoatimuances with outside obligations paid in full. 
2January through March. 


manufacture products which reach the ultimate con- 
sumer, such as paper cups and face and toilet tissues, 
generally spend relatively more on advertising. 

There has been no significant increase in advertis- 
ing with the return of a buyers’ market. However, 
there has been some expansion of sales force in most 
companies. Even among those firms that have not 
hired additional sales personnel, there has been greater 
activity on the part of the sales force with the come- 
back of competition. 

One of the most serious problems confronting the 
industry at this time is the procurement of good sales- 
men. Many of the dynamic and talented salesmen 
who got their experience in the competitive prewar 
era are now retired or too old to be very active. The 
younger salesmen who were hired during and since 
the war are for the most part not very well equipped 
to sell in a buyers’ market, and industry people feel 
it will probably take some time for the newcomers to 
acquire high caliber selling skills. 

While most integrated mills and some nonintegrated 
mills are still functioning on a six-day work week, 
certain mills in recent months have cut down opera- 
tions to four or five days a week. Many of the high- 
cost marginal mills that came into production during 
the war have shut down completely. 

While a small minority of users and manufacturers 
still are in possession of high-cost inventories, trade 
sources report that paper and paperboard inventories 


TABLE 5: VALUE OF MANUFACTURERS’ SALES AND INVENTORIES! 
Source: Department of Commerce 
Millions of Dollars 


Inventories? 


Year 
1 pag Nondurable allie Read Biostar g Nondurable Alle faced 
US oo un ere at Seg Glos SAL on 6 Ge Se eEeaPPO SEEDER LO cnrO Gictd t  aeA i amma [mani seth Amine | oa) oars 10,803 5,939 283 
FEE Ss oer lnds Si vinta ¥isre o1e, S09)50, #.<9s sag) o)-c0ers, saysia’ S36, Vays oe 61,340 38,886 1,785 11,516 6,344 303 
ERAN RESETS petres AG LU c he aoa sw ole Bea Slat eis wbslasetat sty, abaldiera 70,313 41,577 2,064 12,873 6,746 341 
Eine he Rare, £5 es bibs bw aravcheayeteltiopediele® + 'ebe 265 98,069 53,762 2,836 17,024 8,672 410 
ee A 2S Sat as ach clluste oP so \are"s :o-a).0. 4:6; shel seahoiacetem a6 ayetcue * 124,150 65,037 2,928 19,221 9,148 428 
eS oie Loc Stee ata nie occ os sive oie sieie aaa os aes 151,233 73,513 3,325 19,897 9,168 384 
RM, DEO 8 15. Shia Ri aunts Rid & Sialets evel ee eles Mee Sled 160,826 78,960 3,530 19,122 9,170 378 
EN a eto lca, 3 ay sro) sian ote a slave ots: Payee euecbatals wee leas au 148,456 79,309 8,623 17,924 9,587 429 
Rent FoaoM orc tienauscal dhe ain estes oe so seieguReascors te Miar 6 a. a0 o « 144,241 90,026 4,334 24,435 12,302 540 
MPR sae Ma ae wie sk DkeNe hoa se ss wave alo ele) sible isola We ee Sass 188,057 113,699 5,664 28,020 14,685 749 
RE RS rea ary ra 21s 25S Variay Paice co aaisiew n: 8 ee oem amy at Re eralin wis. -of ea 211,113 126,052 5,970 31,766 16,929 870 
ERS UES TGC ae ee en eee ree 16,552 10,144 477 28,501 15,045 748 
BREAN ca cra pace Sh alsi cat cs aici eso 6 cuatis wteararca int 035 16,225 9,760 498 28,768 15,243 759 
CLETILS. cegree ty apeine see AIMEE ill eet et ep an ee 18,117 10,736 496 29,064 15,498 770 
TM fae orate te opi caiar a) rahe oie oes cass eas aatattie ate, «is 17,229 10,364 495 29,161 15,469 770 
1ST. ay I oo ae eee SSA ee ee or eaee en 16,777 10,164 504 29,437 15,657 801 
UTC ee eR Dns ae ey eae mane ee 17,871 10,687 492 29,727 15,878 815 
CL ANTE eet Nee cru ra RESTS o ov ieiacerdle's @ 16,403 9,930 448 30,236 16,269 851 
eee eR cn as nine ores cole tis ose 18,169 11,010 510 30,429 16,397 868 
OTRO ME RIMM iiss ore ahs a osais foe oo, ksessinloce vais aeinteinss 18,781 11,215 524 30,710 16,458 882 
GED en ee Bet ee cones thie eyes Ree otol is 18,807 11,057 519 30,848 16,514 884 
ierern ER cet OPO 5 Siac sib cPtiey sei ee +e dotaete 17,987 10,515 519 $1,225 16,645 879 
UT eee Rec! hoe oe 18,195 10,470 488 31,766 16,929 870 
LOD ANE Ste Seger la oer Ce a Reap S Sae aa 16,687 9,746 478 $2,081 16,939 868 
IRGDVONE OD: te. ee Mate ee eee ON oc oie v.varee ole sees 16,303 9,409 448 32,036 16,779 857 
2As of the end of the period. 


1Not adjusted for seasonal variation. 
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TABLE 6: INDEX NUMBERS OF WHOLESALE PRICES 
Source: Bureau of Labor Statistics 
1926 =100 


etih ed gare bee Wood Pulp | Paperboard Newsprint Waive 
and Paper 
LOS as cary eres ie hs ye fea | 80.4 82.4 73.6 71.8 69.6 67.9 
ASSO ASG cee che wcetene 78.6 81.6 91.7 112.2 82.1 : 69.6 79.3 
GST prc oeeeea cite tae 87.3 89.1 98.2 124.0 92.3 n 69.6 84.2 
OG Pate teins wcier 98.8 98.6 100.8 128.7 95.1 115.9 69.6 88.2 
TO4S Eee cao 103.1 100.1 104.1 128.9 102.4 115.9 2 89.1 
TDS6 ube oe i itewics 104.0 100.8 107.1 138.9 104.7 115.9 8 90.38 
ye ho Ae ee ce 105.8 101.8 108.8 140.6 109.1 115.9 9 F 90.3 
1PAGRE MT cores soe 121.1 116.1 119.4 155.3 120.2 130.8 7 a. 91.2 
LOST. ate eres 152.1 146.0 155.1 217.0 168.6 159.8 4 4 114.8 
1048; hres 3003 ed iste 165.0 159.4 168.5 237.8 170.3 169.7 fa! 6 127.6 
PANVATY Fo icsa 5 wees 165.7 157.8 168.1 236.0 178.5 167.2 ard 4 128.9 
Webrnary, oo. ecccee 160.9 154.5 167.4 238.9 175.0 167.2 ay g 4 123.5 
WMarels b%5). Sree. 161.4 155.8 167.3 238.9 174.7 167.2 af 0 123.5 
April ins. famieet te 162.8 157.6 167.5 238.9 175.6 167.2 Sit 0 123.5 
Mays ota es clea 163.9 158.5 167.4 238.9 175.1 167.2 a 0 123.5 
Tare eS Pe 166.2 159.6 167.3 238.9 174.6 167.2 Par | 0 123.5 
Dibyeceyactea atenteischiets 168.7 162.6 166.8 238.9 172.2 167.2 at 0 123.5 
BORUSES os sche cles 169.5 164.6 169.0 238.9 169.7 167.2 13 0 128.3 
September.......... 168.7 163.9 170.9 238.9 165.6 175.0 oS 0 oon 
Getobert-22tne. see 165.2 160.2 170.2 236.0 164.0 175.0 240.0 133.1 
November.......... 164.0 158.7 169.9 236.0 162.2 175.0 240.0 133.1 
December...... 162.3 157.5 169.5 233 .6 161.7 175.0 240.0 133.1 
1949 January.......... 160.6 156.2 168.3 227.3 159.0 175.0 240.0 133.1 
February. ih aves com 158.1 154.0 168.0 227.3 157.6 175.0 240.0 133.1 
Mareho..s< ccna: 158.4 154.1 167.2 223.7 155.5 175.0 240.0 1838.1 
1Weighted aggregate of book paper, newsprint, tissue, and kraft wrapping. n.a.Not available. 
Table 7: Hours, Earnings and Employment in inventories. As demand receded and prices leveled off, 
Paper and Allied Products Industry! manufacturers, distributors and consumers of paper 


Source: Bureau of Labor Statistics 


and board have been eating into inventories at a rapid 
rate. Most buying now is confined to immediate re- 


Average Estimated 3 f 2 
Axe eo Serato quirements. With the jprice picture somewhat unset- 
(Dollars) Tete) tled, paper and board users are generally refraining 
———— from building up stocks until a clear-cut price poli 
198 Obed! He.) ga 23.72 vl 265 1 g up P Boney, 
LOA ES Se eee” 24.48 39.9 278 evolves. 
IY iy 27.75 42.0 314 
194see te aie $1.29 42.1 315 OUTLOOK 
1.048 ee eee ene 36.02 45.2 324 : : ‘ 
itv ae eg! a 38.95 46.0 319 While 1949 production of paper and paperboard is 
vr wetter eens rye me 321 running somewhat below the all-time peak of 1948, 
it ee ere re pa the trade expects demand to continue at high levels 
19480 te eee 55.37 42.9 394 barring any serious slump in general economic activ- 
January......... 53.20 43.1 395 ity. Men in the industry feel that with the adjust- 
February........ 53.61 43.1 392 : . . 
Pek le BaP oy 58.82 43.1 398 ment of out-of-line prices and the depletion of excess- 
April... 53.36 42.7 389 ive inventories, normal buying should be back by the 
aye key ee 54.28 42.8 389 : . 
Fute.cr ich. «it 55.34 42.8 390 middle of this year. 
July... 55.97 42.5 388 Surrey S. Horrman 
August.......... 56.94 43.2 394 Division’ of Business Eeonoone 
September....... 56.98 42.7 398 f 
October.......... 56.95 42.9 401 
November....... 57.35 42.9 403 
December........ 56.66 6 401 
1949 
January......... 55.70 6 391 ° 
February........ 55.23 41.4 386 Business Book Shelf 
March p......... 54.32 40.9 382 
1Weighted te of paper, pulp, envelopes, , and boxes. : Pees : 
slinaces ad of Revers ih. oneatoness en Temes eeeners Soo American Transportation in Prosperity and Depres- 


currently are generally below last year’s level and in cee A are Ne rein er Pid Sina: 
very sound condition in relation to sales. From the ing study of business cycles. National Bureau of Economic 
war’s end until the middle of last year, with rising Research, Studies in Business Cycles, No. 8, 1948. Price. 
prices in view, buyers were energetically building up $5. 


Selected Business Indicators 


(Annual statistics appear in “The Economic Almanac 1949,” pages 36, $7) 


1949 1948 Percentage Change 
Item pepe ; penis 8, Months, 
February January December March Sean Mach. a pond 
o 1949 949 1949 
Industrial Production : 
Total (ERB) i(S)....taceoeeaee tens 1935-39=100 || p 184 189 191 192 191 -2.6 -3.7 2.4 
Manufacturing (FRB) (S)........ 1935-39=100 }p 193 196 198 199 200 Sih 3.5 2.5 
Durable goods (FRB) (S).......|} 1935-39=100 || p 223 226 207 231 229 -1.8 —2.6 -1.2 
Steel cy..<ketiteee cavcincesious 000 net tons 8,389 7,481 8,183 7,771 7,608 +12.1 +10.3 +9.2 
Pig onde concer naonk 000 net tons 5,820 5,223 |r 5,732 5,595 5,020 +11.4 +15.9 +11.9 
Copper (refined).............. net tons 88,165 80,275 78,298 96,117 110,886 +9.8 20.5 -19.6 
Lead (refined)..............4. net tons 53,947 44,751 50,664 52,315 50,093 +20.5 47.7 43.4 
Dine (slaiyneaicn ee «eee net tons 78,121 69,193 75,815 76,696 74,322 +12.9 +5.1 +3.8 
Glass containers.............. 000 gross 7,224 6,503 |r 7,302 |r 6,751 8,977 +11.1 19.5 -13.5 
Rambertes 002 asinine eee million bd. ft. n.d. 2,049 2,232 2,620 2,480, -8.2b -17.4c -17.7%d 
Machine tools!............... 1945-47 =100 || p 75.317 70.3 68.8 96.9 83.6 47.1 -9.9 -12.8 
Machinery (FRB)............ 1935-39=100 || p 251 ir 262 268 Q77 283 4.2 -11.3 -8.3 
Transportation equip. (FRB). .|| 1935-89=100 |p 241 ]r 242 244 |r 246 240 -0.4 +0.4 41.5 
Automobiles, factory sales. ... .|| units 402,402 324,547 326,019 $78,455 349,998 +24.0 +15.0 +13.2 
Nondurable goods (FRB) (S)....|| 1935-89=100 |p 168 173|r = 1% 173] fb 177) 2.9 -5.1 -8.6 
Cotton®: 3... Saacameceiie oe sinh. bales 720,892 640,182 674,463 680,670 879,967 412.6 -18.1 -19.4 
b's) As ich Be eu million pounds n.d. 43.8 |r 49.6 52.5 59.3a) -11.7b -26.1¢ -20.%d 
Mayon yarn*. :. n>. ceeoes million pounds} p 57.1 }r 63.5 69.8 75.0 68.1 -10.1 -16.2 -3.8 
Food prod., mfd. (FRB) (S)...|| 1985-39=100 |p  162/r 161 /r 160 158 | § 158 40.6 |. +2.5 41.5 
Chemicals (FRB) (S)......... 1935-89=100 |p 242]r 250 Q57 257 | EF 250 -3.2 -3.2 2 
Newsprint, North American. ..|} short tons 534,100 475,548 496,250 495,105 484,361 +12.3 +10.3 +8.9 
ODORS ie eden kh <.s ee ees % of capacity |p 89.3 |r 92.8 ]r 94.6 87.1 100.8 -3.8 -11.4 -8.0 
Paperboard vss. s\s.<2s.octec ee % of capacity 79 85 88 84 102 7.1 22.5 -16.3 
Boots and shoes .............. thous. of pairs n.d. 87,070 |r 36,921 35,508 40,290 +0.45 -8.0c -8.%d 
Cigarettes (smali)*............ millions p 81,177 |r 25,024 27,967 24,897 29,252 +24.6 +6.6 +5.2 
Mining (FRB) (S)............... 1935-89=100 || p 183 | r 148 |r 149 156 142 -10.1 -6.3 4.7 
Bituminous coal.............. 000 net tons p 32,800 |r 45,342 47,802 49,937 34,399 27.7 4.6 -10.9 
PAMEMPACIUG: oc crcpars eset a's io 6.0 > 000 net tons p 2,873 |r 2,927 3,722 4,499 4,928 -18.9 -51.8 -87.9 
Crude petroleum’............. 000 barrels n.d. 5,376 |r 5,389 5,688 5,353 —-0.2b +0.4c +1.2d 
Electric powert................05- million kwh 5,475 |r 5,665 5,761 5,645 5,177 3.4 +5.8 +6.7 
MGGMAUTUCHION®, .ci6 se scs os cers aee 000 dollars 747,619 568,467 482,984 694,023 689,763 +31.5 +8.4 -~9.5 
Heavy engineering—Public®........ 000 dollars 79,894 47,295 84,003 67,529 71,845 +68.9 +11.2 +16.9 
Heavy engineering—Private’....... 000 dollars 68,812 93,476 57,454 | 101,180 55,179 26.4] +24.7| +43.9 
Distribution and Trade 
Carloadings, total**............... thousand cars 663.4] 692.8 709.8 709.7 729.3 4.2 -9.0 ~9.2 
Carloadings, miscellaneous‘*....... . thousand cars 348.6 339.7 $42.4 345.9 378.3 +2.6 -7.9 4.8 
Retail trade (NIGH) (S)e8 3: an 1935-39 = 100 n.d. 313.7 $22.5 327.7 314. 5a -2.7b -0.3c] 41.64 
Department store sales (S)......... 1935-89=100 | p 270 QTA 287 310 285 -1.5 -5.3 -3.0 
Variety store sales (S)............. 1935-89=100 | p 226.3 225.7 230.7 254.6 293.2 +0.3 +1.4 +5.6 
Rural retail trade (S).............. 1929-31 =100 n.d. 338.3 363.6 $22.7 370. 5a —7.0b -8.7¢ -3.9d 
Grocery chain store sales (S)’.......]| 1985-39=100 || p 367.1 $61.1 366.5 359.6 359.8 +1.7 +2.0 42.9 
Magazine advertising linage........ thous. of lines 4,301 8,921 |r 3,410 3,015 4,560 +9.7 5.7 -5.8 
Commodity Prices 
All commodities (BLS)............. 1926 =100 p 158.4 158.1 160.6 162.3 161.4 +0.2 -1.9 2.2 
Raw materials.................. 1926 =100 p 167.2 165.8 169.3 172.1 174.7 +0.8 4.3 -5.8 
Semi-manufactured articles....... 1926 =100 p 157.0 159.6 160.4 160.8 152.9 -1.6 4+2.7 +2.6 
Manufactured products........... 1926 =100 p 154.1 154.0 156.2 157.5 155.8 +0.1 a 0 8 
Farm products...............00: 1926 =100 p 171.3 168.3 172.5 177.3 186.0 +1.8 7.9 -10.2 
EMAC ,. SWietletia eel cleat is. Me ane eles 1926 =100 p 162.9 161.5 165.8 170.2 173.8 +0.9 -6.3 6.8 
Sensitive industrial (NICB)‘........ 1929=100 144.3 145.4 151.4 152.4 150.3 0.8 4.0 -7.0 
Sensitive farm (NICB)*............ 1929=100 Vi. 167.6 175.4 183.5 205.6 +2.1 -16.7 -21.0 
Radel pricesl is. Avec eke... coe. 1935-89 = 100 n.d. 189.2 191.5 192.54 189.0 -1.2b] +40.1c] +0.4d 
Securities 
Total stock prices (Standard & Poor’s)|| 1935-89 = 100 118.0 117.2 121.0 119.4 116.4 +0.7 +1.4 +1.6 
Industrials... Oo47 gue. as no aes 1935-39 = 100 123.7 122.7 127.3 125.5 121.8 +0.8 +1.6 +1.8 
Railroads. ¢.o5c4-08rer es cere es 1985-89 = 100 97.4 99.6 105.9 105.8 105.2 2.2 —7.4 -3.4 
UTES SES ee ae, Sie 1935-39 = 100 95.3 94.4 94.2 92.9 93.0 +1.0 42.5 41.1 
Total no. shares traded N.Y.Stock Ex.|| thousands 24,807 22,078 26,212 35,336 27,692 +12.4 -10.4 -~7.0 
Corporate bond yields (Moody’s).. .|) per cent 3.00 3.00 3.02 3.09 3.10 0.0 3.2 -3.4 
Financial Indicators 
Bank debits, outside New York City® || million dollars 58,631 48,194 |r 55,646 68,714 56,900 +21.7 +3.0 +0.4 
New capital corporate issues........ 000 dollars $83,241 231,172 434,296 627,498 604,461 +65.8 -36.6 -$1.2 
Refunding issues.................. 000 dollars 39,260 7,096 1,295 3,222 97,042 +453 .3 -59.5 -—58.1 
Comm., industrial and agric. loans‘. .|| million dollars 15,043 15,275 15,396 15,567 14,608 1.5 +3.0 +3.8 
Total personal income (S)......... billion dollars n.d. 217.0 |r 219.5 221.0 206.4 -1.1b +5.1le +5.1d 
Money in circulation, end of month |! million dollars 27,439 |r 27,557 27,580 28,224 27,781 0.4 -1.2 -1.6 


SAdjusted for season variation ‘Shipments *Consumption; cigarette consumption measured by tax-paid withdrawal ‘Average daily ‘Average weekly F. W. Dodge *Engineering 
Hase-Betoré-—average weekly ‘Grocery and combination chain store sales *140 centers aFebruary, 1948 Percentage change, January, 1949, to February, 1949 Percentage change 
February, 194 , to February, 1949 oe gy =e 2 months, 1948, to 2 months, 1949 cEstimated n.a.Not available pPreliminary *Value as traffic indicator subject to vari- 
ations in length of haul and amount loaded. rRevised. 
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ONE YEAR OF ERP— 


FUNDS TO COUNTRIES COMMODITIES ORDERED 
$1,316.0 IN MILLIONS $4,770 MILLION = 100% 
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1. our helping hand to europe dropped $4.9 billion into overseas tills in the first year (April, 
1948—March, 1949). europe used almost half to stock its pantry, feed its livestock and buy 
cotton and tobacco. about half went into metals, their products, and industrial materials . . . 


SHIPMENTS AS PER CENT OF COMMODITIES ORDERED 
63.9% 


FOOD AND AGRICULTURAL COMMODITIES 


INDUSTRIAL COMMODITIES 53.1% 


2. ... so far shipping costs account for 9%. only 64% of the orders (authorizations) 
are as yet delivered. three-fourths of the goods supplied from farms were shipped, 
little more than half the processed materials. time is inevitably required to fill such orders. 
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FOOD AND AGRICULTURAL 


INDUSTRIAL 


—THE COUNTRIES AND THE GOODS 


SOURCES OF SELECTED COMMODITIES ORDERED 
IN MILLIONS 


FATS AND OILS WHEAT AND FLOUR SUGAR AND PRODUCTS COARSE GRAINS 
$233.9=100% $834.0=100% $114.7=100% $ 130.5=100%o 


SSS 


DAIRY PRODUCTS COTTON TOBACCO 
$ 81.9=100% $ 389.0=100%o $125.2=100% 
a os 
HIDES, SKINS AND LEATHER PETROLEUM COAL COPPER 
$ 49. 4=100% $ 458.7=100% $234.1=100% $139.2=100% 


UNITED 


ZINC CHEMICALS IRON AND STEEL TEXTILES 
$123.4=100% $117.7=100% $69.9=100°%o 


87. 2°%o 


LUMBER MACHINERY 
$ 58.1=100% $ 401.1=100% 


94.0% 


3. not all the buying meant added business for american concerns. they were awarded 
most orders for metals goods and chemicals, but had to share the market for other 
items. wheat, meat and dairy producers had to split orders with latin america and canada. 
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Business Highlights 


EADJUSTMENTS to lower levels continue to 
dominate the business picture. Industrial ac- 
tivity has been moving downward and even those 
lines which have revived seasonally are still well be- 
low year-earlier levels. This is noticeable, for ex- 
ample, in residential building, in textiles and paper. 
Steel industry operations, which broke all records 
in the first quarter of this year, are tapering off slowly. 
Consumer buying before and after Easter proved dis- 
appointing to retailers, and these merchants are more 
determined than ever to maintain a conservative re- 
ordering policy. 

Prices continue to decline with the sharpest drops 
in metals and metal products. Seasonal pickups in 
agriculture have helped to halt the rise in unemploy- 
ment, but the increase did not reach official expecta- 
tions. 

Manufacturers confronted with large finished goods 
inventories and shrinking backlogs have reduced their 
work weeks. The reduction is evident in the con- 
traction of about ninety cents in average weekly 
earnings of production workers during March. Despite 
the contraction in employment and weekly earnings, 
consumer purchasing power has held up well. Per- 
sonal income at annual rates was down in March but 
was still only 2% below the peak reached in Decem- 
ber and well above a year earlier. Demand for busi- 
ness credit contracted sharply. The same thing hap- 
pened last year although the drop was not so severe 
and the trend was later reversed. 


DECLINES MODERATE 


Fears are being expressed that we may “talk our- 
selves into a depression.” Generally, declines from 
record high levels are of only moderate dimensions. 

Business borrowing dropped below year earlier 
levels for the first time since V-J day. The decline 
over the fifteen weeks ended April 27 was the steep- 
est and sharpest on record. It eradicated all the 
June-December, 1948, rise in commercial, industrial 
and agricultural loans outstanding with weekly re- 
porting member banks of the Federal Reserve. Part 
of this decline was seasonal. Also, some of the drop 
in business loans came from corporations repaying 
bank loans with funds they had obtained in the 
capital market, from insurance companies, or from 
the RFC. The decline in business activity and the 
drop in prices have reduced the amount of funds 
needed to carry inventories. Also, price uncertain- 
ties have induced business to hold replacement of in- 
ventories to working minimums. Uncertainties about 


the future have also caused banks to be more cau- 
tious about extending credit. 

Manufacturing and trade are doing their utmost 
to reduce inventories. This is evidenced in the con- 
traction of outstanding orders placed by 296 of the 
larger department stores reporting to the Federal 
Reserve. These stores reported an aggregate of $314 
million in outstanding orders at the end of March 
as compared with $378 million a month earlier and 
$420 million a year earlier. 

At the manufacturing level, purchased industrial 
inventories took a sharp drop in April as reported by 
about 120 of the purchasing agents, or about 60% of 
those surveyed by the National Association of Pur- 
chasing Agents: “Purchasing agents are taking a 
shorter position on inventory, working off higher- 
priced materials and adjusting stocks to lower oper- 
ating levels. Inventory policy is reported to be very 
conservative.” 


APRIL DROP SHARP 


This policy added to the decline in prices for in- 
dustrial raw materials suggests that the drop in in- 
ventories in April was even sharper than in March. 
Manufacturers’ inventories had declined about $300 
million (seasonally adjusted) by the end of March, 
the Commerce Department estimates, an indication 
that the declining price trend is beginning to be re- 
flected in the evaluation of company inventories. 

The nondurable goods group accounted for two 
thirds of the contraction in manufacturing inventories, 
or about $200 million. Sales of manufacturers during 
March totaled about $17.7 billion, which, after sea- 
sonal adjustments, was just about the same as sales 
in the preceding month but about 3% below a year 
ago. 

The inventory position of all manufacturing does 
not appear excessive if prewar ratios can be considered 
a criterion. The ratio of inventories to sales for all 
manufacturing! was 1.86 during the first quarter of 
this year as compared with 2.12 in 1929, 2.15 in 1937 
and 2.11 in 1939. As compared with 1939, durable 
goods inventories for the first quarter of 1949 were 
still 46 point below the prewar year. In nondurable 
goods, the spread narrows to .16 point. In the trans- 
portation group and in the textiles, apparel and leather 
group, however, the ratio of inventories to sales ex- 
ceeded 1939 by about .23 points and .10 point, re- 
spectively. 


1As defined by the Department of Commerce in Survey of Current 
Business, April, 1949. 
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Use of electric power continues to decline. Only 
part of this decline can be attributed to a seasonal 
pattern. The contraction in business activity in New 
England is reflected in the drop in power use in that 
area since early January. In recent weeks, however, 
the drop in power needs from year-earlier levels 
spread into New York State, New Jersey and eastern 
Pennsylvania. Power output in this region was sus- 
tained slightly above year-earlier levels through most 
of March and early April. 

In contrast, power use in the remaining six geo- 
graphic divisions reporting to the Edison Electric In- 
stitute is still running well above a year ago. How- 
ever, New England and the Middle Atlantic states 
account for more than one fourth of the electric power 
output reported to the Edison Electric Institute. The 
rate of gain over a year ago in the central industrial 
region, which includes the highly industrialized area 
of western Pennsylvania, Ohio, Indiana, Illinois, 
Michigan, Wisconsin and Missouri began to contract 
in just the past few weeks. (See Table 1.) 


THE EMPLOYMENT PICTURE 

No sign of a steep rise in unemployment is as yet 
evident, but the expected seasonal pickup in employ- 
ment had not materialized by early April. The Census 
Bureau estimates employment for the week ended 
April 9 at 57,819,000—a gain of 172,000 from the week 
ended March 12 but 511,000 below a year earlier. 

Readjustment of business to a lower level of pro- 
duction is seen in the decline of nonfarm employment 
to about 50 million, or 255,000 workers below a month 
earlier. Nonfarm employment was 900,000 less than 
in April, 1948, and at the lowest levels since mid-1947. 
(See Chart 1.) 

Farm employment increased 427,000 over the month, 
or 273,000 below the expected rise of 700,000, but the 
improvement in weather conditions since early April 
suggests that at least part of the gap may have been 
filled. 

Total Labor Force 


Source: Department of Commerce 
Millions of Persons 


15 
UNEMPLOYED 


MONTHLY AVERAGE 
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Unemployment, the Census Bureau estimates, to- 
taled 3,016,000 in early April, or 151,000 less than a 
month ago and more than 200,000 above February. 
These figures make it obvious that the seasonal rise 
of 427,000 in farm employment was the prime factor 
in keeping the unemployment total from rising much 
above the 3 million mark. 

New claims filed for unemployment insurance in- 
creased 47,000, or about 16% over a month earlier 
as of April 23. Twenty-three states reported an 
increase in claims during that week. These reports 
exclude “transitionals,” or claims filed for the deter- 
mination of rights in a new benefit year. Layoffs in 
Illinois occurred in coal mining, wallpaper, sheet-metal 
working, iron and steel fabricating, retail trade and the 
shoe industries, with claims in that state increasing 
about 16,800. In New York, layoffs principally in 
the needle trades and department stores (largely New 
York City) boosted claims about 7,600. Curtailed op- 
erations in paper manufacturing, coal mining, ship 
repairing and foundries contributed to an increase of 
about 2,800 new claims in Alabama. Maryland’s rise 
of 1,700, largely in Baltimore, was attributable to lay- 
offs because of shrinking backlogs and high inventor- 
ies in the metal industries and a seasonal decline in 
operations in the clothing industry. 

On the brighter side, an increasing number of states 
report that additional workers in outdoor activities 
are being recalled because of more favorable weather 
conditions. Recalls, all of which are seasonal, are 
evidenced in construction and lumbering activities. 

Because employment has been holding at relatively 
high levels and unemployment insurance compensa- 
tion payments have cushioned the loss of income by 
unemployed workers, no appreciable decline in the 
“nonagricultural” segment of personal income was 
evident through February. Total nonagricultural in- 
come declined $1.3 billion in February, at seasonally 
adjusted annual rates. 

In March, however, the impact of the loss of in- 
come attributable to curtailing of industry operations 
either through furloughing workers or shortening of 
work weeks became more noticeable. Nonagricul- 
tural income dropped $1.5 billion in March, although 
some allowance must be made for the bituminous 
coal mine stoppage. Wage and salary receipts dropped 
$2.3 billion (annual rates, seasonally adjusted) as 
compared with a $1.6 billion drop in February. But, 
unemployment insurance benefits have offset nearly 
one third of the decline in wage and salary receipts 
from November through March. 

Most of the decline in wage and salary receipts 
occurred in the large manufacturing segment of both 
durable and nondurable goods industries. In March, 
for the first time since early 1946, wages in the durable 
goods manufacturing group were below those of the 
same month a year earlier. 
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ELECTRIC POWER OUTPUT, BY GEOGRAPHIC DIVISIONS 
Source: Edison Electric Institute 


“Me Per Cent Change 1949 over 1948 for Week Ended 
Diviione Distribution 
Jan. 1, 1949] April 30 April 23 April 16 April 9 

New England:,, ics) Fee: oer 5.0 -1.6 —2.2 -3.8 -1.2 

Middle Atlantic................. 21.0 -0.9 0.6 2.3 +1.2 

Central Industrial................ 26.0 +3.9 +6.3 44.5 +6.3 

Weat Central(gas, leis ea tes 6.0 +8.4 +11.0 +10.4 +13.6 : : : f : 
Southeast:c.pqecie-ias's cerven eee 17.0 +7.2 +8.9 +8.9 +10.1 +10.6 +11.3 +10.3 +8.9 +9.3 
South: Centrally gis cap cement carae 6.0 +7.7 +5.0 +6.7 +5.0 +10.2 +7.5 +9.3 +6.7 +7.2 
Rocky Mountam. 2/70. ce oe ore = 4.0 +11.7 +8.8 +12.1 +12.6 +14.4 +12.1 +14.7 +12.2 +11.4 
Pacific: Coastic tan... aches palate: 15.0 +12.1 +11 7 +11.0 +9.5 +10.5 +8.2 +8.9 +4.7 +4.4 
Total United States.............. 100.0 +5.2 +5.9 +5.0 +6.5 +6.8 +6.7 +6.8 +4.7 +4.9 


aLess than —.05, 


Average weekly earnings for production workers in 
all manufacturing dropped 88 cents in mid-March as 
compared with a month earlier, while cutbacks in 
overtime work lowered the work week from 39.4 to 
38.9 hours. A slackening in operations and adjust- 
ments to lower production schedules were the prime 
factors causing the average work week in the durable 
goods group to drop to 39.3 from 40.0 hours and 
weekly earnings to fall $1.30 during the month. Av- 
erage weekly earnings for the nondurable goods group 
as a whole have declined only about $0.38 as increases 
in leather and leather products, tobacco, printing and 
publishing, and in the petroleum and coal group 
partly offset declines in textiles, apparel, food, paper, 
chemicals, rubber, and the miscellaneous group. 


THE PRICE STRUCTURE 


Price declines became broader in the past month, 
and are occurring in segments which can be associ- 
ated with contracting business activity. Announce- 
ments of lower prices affect a wide variety of items 
including automobiles, new homes, diesel-electric lo- 
comotives, refrigerators, washing machines, radios 
and television sets and picture tubes. Reluctance 
of manufacturers to replenish raw material supplies 
in light of contracting demand and a softening price 
structure reacted on prices of industrial raw materials 
going into such products. The impact of curtailed 
buying of industrial raw materials was particularly 
pronounced in the metals group. Lead was the first 
of the nonferrous metals to soften in price. Battery 
manufacturers experienced a 59% drop from a year ago 
in the first-quarter shipments of replacements. The 
battery makers account for about 30% of lead con- 
sumption and when this group and other users started 
to curtail buying in order to reduce lead inventories, 
stocks of lead backed up on supplies held by custom 
smelters and producers. The reduction in prices soon 
followed. Prices were cut five times between early 
March and the end of April, effecting a 30% over-all 
reduction from 21.5 cents to 15 cents. 

Zine prices have also developed weakness, and five 
cuts since March 22 lowered the price 27%—from 18.2 
cents a pound to 13.2 cents. Demand for zinc for 


galvanizing iron and steel, the major use for the 
metal, is holding at high levels. Two other important 
outlets—diecasting and brass manufacture—experi- 
enced a decline in sales and backlogs. Some depart- 
ments of brass mills have been placed on a three-day 
or four-day week. This curtailment in operations is 
affecting demand and price for copper as well as zinc. 

The copper situation is somewhat different since a 
miners’ strike of three and one half months’ duration 
severely cut down the supply late last year and early 
this year. The Utah Mine of the Kennecott Copper 
Corporation was struck between October 24 and Feb- 
ruary 7. This resulted in a loss of output of about 
80,000 tons of copper, or 10% of annual domestic out- 
put. Because of this tieup, it was thought that the 
copper supply-demand situation would not ease until 
mid-May. Metal obtained from the mine formerly 
struck would not be processed and available for the 
market for eighty to ninety days. Nevertheless, 
copper supplies became freely available before the end 
of March. Between March 28 and early May the 
price of copper quoted by custom smelters dropped 
from 23.5 cents a pound to 18.5 cents, or about 21%. 

An intense demand and limited scrap inventories 
placed a premium on steel scrap so that the price of 
this steel ingredient climbed to $41.75 a ton (Chicago) 
last July. Steel scrap hung on that price peg during 
the remainder of last year. Not until early January 
did scrap prices weaken. Since then, they have 
been in steep decline. The price during late April was 
$21.50 a ton—a break of nearly 50% over a four- 
month period. This means that all increases in the 
price of scrap over the past two years have been com- 
pletely wiped out. The same is true of prices for lead 
and copper, although zinc is still selling slightly above 
early 1947 levels. 

Steel prices have held firm for the most part, but 
scattered price reductions by some manufacturers re- 
flect adjustments to competitive levels. Elimination 
of these premiums, eatras, etc., has resulted in a drop 
in the composite price of semifinished steel compiled 
by the magazine Steel. The composite price of $66.72 
on May 7 was $9.03 below the 1949 high and $1.73 
below the April average. Reductions in zinc prices 
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touched off reductions in prices for galvanized steel 
products. Prices for cast-iron pipe and fittings have 
also been reduced, and copper and brass fabricators 
lowered prices of products to conform with the de- 
clining copper and zinc prices. 

Rising prices in March for meats and fresh vege- 
tables halted the decline in the consumers’ price index 
which began late in September and extended through 
February of this year. An advance of 0.4% from a 
month earlier in the price of foods was primarily 
responsible for the slight rise in the consumers’ price 
index (January 1939=100) for March to 161.3 or 
0.1% above a month earlier. Since then, however, 
foods declined in prices so that consumers’ prices were 
probably lower in April. Prices of foods in general 
use were slightly below a month earlier by the middle 
of last month. 

AS GOES STEEL 

Operations in the steel industry tapered off moder- 
ately in April after breaking all production records in 
the first quarter. During April, the industry’s oper- 
ating rate was 98.4% of capacity as compared with 
102.7% a month earlier. However, this moderate de- 
cline loses some significance after examining the 
growth of producing capacity. Between January, 
1948, and the beginning of this year, the industry 
added 1,887,470 tons to capacity, boosting the total 
to about 96,233,460 tons annually. 

Production in April totaled 7,783,807 tons, or about 
600,000 tons below March. But the April output was 
still substantially above any month last year prior 
to October. Thus far in May, operations are only 
a shade below April, and orders on the books furnish 
reasonable assurance that operations will hold close 
to current levels for the next month at least. There- 
after, however, operations will probably decline more 
sharply as orders being placed for third-quarter de- 
livery could not support current high operations. 

Opinions differ as to the magnitude of the decline. 
One official expects a reduction in operating schedules 
to about 75% of capacity later on this year, while 
others regard this prediction as too pessimistic. 

Curtailment of operations by consumers’ durable 
goods companies, such as those manufacturing house- 
hold appliances, suggests a sizable decline in demand 
from these steel users. The same applies to producers 
of capital goods, such as railway equipment. During 
April, for example, railroads placed orders for thirty 
new freight cars. Total orders placed during the first 
quarter of this year aggregated 2,564 new cars against 
$2,537 in the comparable 1948 period and 34,994 dur- 
ing a like period in 1947. Unfilled orders on May 1 
totaled 62,569, or less than half that of a year earlier. 

Operations of the automobile industry, one of the 
few major industries still enjoying anything that re- 
sembles a buyers’ market, are being hampered by 
labor troubles. The shutdown of Ford came as weekly 


production for the industry, topping the two-million 
mark, hit the best level since the war. Other strikes 
in suppliers’ plants are also retarding operations of 
other manufacturers. 

Since there is a limit to steel storage facilities of 
automobile manufacturers, the possibility is strong 
that steel orders will be cut back if strikes are pro- 
longed. 

As to trends in construction as it affects fabricated 
structural steel demand, the orders for structural 
steel during the first quarter of this year totaled 384,- 
000 tons, a 23% decline from last year. 

After weighing backlogs of orders supporting the 
current high rate of steel operations against the de- 
cline in operations at the consumers’ durable goods 
and the capital goods levels, it appears that some 
of these steel orders could be a hedge by manufac- 
turers against a possible coal or steel strike. If there 
is no stoppage of production, comments Iron Age, steel 
shipped as a hedge would then become inventory, to 
be worked off before placing new orders for steel. 


MACHINE TOOL ORDERS UP 


On the brighter side, there has been a substantial 
increase in the orders placed for machine tools. Dur- 
ing March, for example, the index of orders for ma- 
chine tools jumped from 80.9 in February to 93.1 in 
March or well above any month this year or last, 
according to preliminary indications. The National 
Machine Tool Builders Association bases its index on 
the average shipments from 1945-1947. 

Foreign orders have improved considerably over the 
rate a year ago, and in March the “as reported” 
dollar volume was about $6 million, which is up about 
50% from the dollar volume a year ago and almost 
double the average for 1948 as a whole. 

It has been the observation of the machine-tool 
builders that when exports of capital goods in general 
increase (and they have because of the new direction 
given ECA activities over the last six months), it 
stimulates demand for domestic machine tools. There 
has been a moderate strengthening in domestic de- 
mand for some of the heavier-type machines so that 
orders in the first quarter for these machines have 
been well over the final quarter of 1948. The same 
applies to some special-purpose machines. 

On the whole, however, the revival at the domestic 
level has not been general. Instead, the pickup can 
be attributed to expansion plans in a few industries. 
The public utility building program brought orders 
for heavy machinery to machine-tool builders whose 
product is especially adapted for that work. How- 
ever, the distribution of orders is spotty. Some com- 
panies are operating below forty hours; others have 
good backlogs. 

Wuu1amM B. Harper 
Division of Business Economics 
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Depreciation—Replacement or Original Cost 


N THE WAKE of the postwar inflation there has 

arisen a fairly widespread criticism of the use of 
original cost in charging depreciation. It has been 
claimed: 


That the use of such a procedure results in an over- 
statement of income; 


That taxes are imposed upon illusory profits; 


That dividends may be paid out of capital rather 
than current income; 


That funds will not be available when it is neces- 


sary to replace a fixed asset.? 

The problem has given rise to numerous plans to 
correct the inaccuracy resulting from stating rev- 
enues in current prices and depreciation cost in the 
price level existing in some past period, which under 
current conditions would invariably be lower than 
current prices. 


The plans have ranged from advocating no adjust- 
ment except the use of managerial foresight to a 


complete revaluation of fixed assets to take account of 
current prices.* 


The reasons for the economists’ preference for cur- 
rent prices in measuring income and net capital for- 
mation has been clearly and simply stated by Solomon 
Fabricant.* Briefly, they are that a more meaningful 
result is obtained for the items that are affected. Ad- 


1The Conference Board has in preparation a more extensive study 
of this problem, outlining the steps taken by individual companies 
and foreign countries to meet the problem of higher replacement costs, 


*See Lewis H. Kimmel, “Depreciation Policy and Postwar Ex- 
pansion,” ‘The Brookings Institution, 1946; George Terborgh, 

Depreciation Policy and the Postwar Price Level,” Machinery and 
Allied Products Institute, 1947; “Depreciation and High Costs” 
Accounting Research Bulletin, No. 33, Committee on Accounting 
Procedure, American Insitute of Accountants, December, 1947; 
Samuel J. Broad, “Effect of Price Level Changes on Financial 
Statements”; William Blackie, “What Is Accounting Accounting 
For—Now?” N.A.C.A. Bulletin, July 1, 1948; E. Cary Brown, 

Tax Allowances for Depreciation Based on Changes in the Price 
Level, National Taz Journal, December, 1948; “Profits” Report of 
a Subcommittee of the Joint Committee on the Economic Report on 
Profit Hearings, 1949, pp. 47-66; Thomas H. Sanders “Depreciation 
and 1949 Price Levels,” Harvard Business Review, May, 1949, for a 
sample of the diverse views and the ramifications of the problem. 

his is by no means a complete list, which by now is probably up in 
the hundreds. 

*Some of the plans are contained in the works previously cited. 
Others are E. Stewart Freeman, “Capital Price Adjustment Method 
for Deflating Inflated Profits”; Alden S. Walker’s proposal for a 

Capital Recovery Allowance Act” before the House Ways and 
Means Committee on July 8, 1947. 

‘See Solomon Fabricant, “Business Costs and Business Income 
under Changing Price Levels—The Economist’s Point of View,” “New 
Responsibilities of the Accounting Profession,” technical and pro- 
fessional papers presented at the sixty-first annual meeting of the 
American Institute of Accountants, September 19-23, 1948. 


justments are made for changes in the value of money 
—the measuring rod used to calculate the net output 
of goods and services. Net implies that from the gross 
output, certain deductions are made. But in order 
to have the calculation carry an unambiguous mean- 
ing, these deductions must be expressed in the same 
price level as the gross output. In the case of depre- 
ciation, current prices means the use of replacement 
costs in measuring business income and in measuring 
net capital formation. The present paper makes an 
attempt to show the changes that would have oc- 
curred if replacement depreciation were used in the 
national income data of the Department of Com- 
merce. The Department has already indicated that 
such an adjustment is conceptually warranted, but 
that technical difficulties have prevented its meas- 
urement.t 

The use of replacement cost does not correct for 
technological improvements. If some new equip- 
ment is more productive than that it replaces, no 
indication of that fact is necessarily given by the use 
of replacement cost unless the cost of the new equip- 
ment differs from the old. 

If the new equipment is more efficient and costs the 
same, production unit costs will decline because the 
same charge will be spread among a greater number 


Chart 1: Depreciation Charges, All Corporations, 
1929-1948 


Sources: Department of Commerce; Tux ConrerENcs Boarp 
Billions of Dollars 
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of units. This will be so if the greater number of 
units does not result in a break in market price so 
as to render the additional production unsalable at 
a profit. 

If the new equipment is more efficient and also costs 
more, the increased cost will be reflected in replace- 
ment values if the new equipment is truly a replace- 
ment of the old. It is upon this question—whether to 
treat new equipment as a replacement or a completely 


1See National Income Supplement to Survey of Current Business, 
July, 1947, p. 11. 
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new investment—that much of the difficulty arises 
when index numbers are used. It is also one of the 
principal arguments against the use of replacement 
cost—that replacements are in fact new investments 
because the new equipment may be so different from 
the old. 


EFFECT UPON INCOME 


Chart I illustrates the magnitude of the additional 
charge if depreciation were computed on a replace- 
ment cost basis instead of the conventional original 
cost. As much as $3.5 billion would have had to be 
allocated from 1948 corporate profits in order to make 
this change-over. Since such a deduction is not 
recognized by the Bureau of Internal Revenue, the 
whole amount would have to come out of corporate 
profits after taxes, reducing the amount available for 
dividends by the same amount. 


Chart 2: Corporate Profits after Taxes, All 
Corporations, 1929-1948 


Sources: Department of Commerce; THE ConrerENcE BoarpD 
Billions of Dollars 
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DEPRECIATION ON REPLACEMENT COST 


Such a reduction in the amount available for divi- 
dends would have had a dampening effect upon the 
distribution of dividends. But by how much it is 
impossible to say. There are strong reasons for be- 
lieving that the cut in dividends would not be sub- 
stantial. Corporate boards of directors apparently 
have already taken into consideration the higher cost 
of replacement in establishing their current dividend 
rate. Old dividend rates have been maintained or 
the increases in rates have been moderated with the 
need to conserve corporate funds to meet higher costs 
of replacement. (See Table 1.) 

The ratio of dividends to net income declined 
in 1947 despite a jump in the dollar amount available 
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for distribution. It rose in 1948, but to a point still 
below the 1946 level. 

If replacement-cost depreciation were used, profits 
would have been reduced in every year from 1937 
to the present. While the reduction would not have 
amounted to much in most years, it would have been 
substantial with the rise in prices during the postwar 
period. The spread between profits after depreciation 
on original cost and profits after depreciation on re- 
placement cost widened steadily after the war. 


Chart 3: 


Corporate Income Taxes, All 
Corporations, 1929-1948 
Sources: Department of Commerce; Tom ConreRENCE Boarp 
Billions of Dollars 
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SDEPRECIATION ON REPLACEMENT COST 


From 1931 through 1936, profits would have been 
increased by $1.9 billion if depreciation were calcu- 
lated on a replacement-cost basis. “Economic” profits 
were higher than usually stated in tax returns or 
stockholders’ reports at that time. (See Chart 2.) 

Would such a calculation in those years of depres- 
sion and early recovery have had any effect upon 
dividend policy, or investment by corporations? Since 
income was larger, would dividends be larger? It seems 
rather unlikely that such would be the case. While 
judgment as to the distribution of dividends depends 
partly upon income, consideration must also be given 
to the liquidity position of corporations. Cash and 
other liquid assets must be available in sufficient 
amount to pay the dividends declared. 

From the end of 1929 to the end of 1931, the cash 
account of corporations dropped from $22.4 billion 
to $15.9 billion, or by $6.5 billion. This represents 
an average monthly decline of $270 million for the 
two years. Investment in government obligations 
remained almost constant during this period. In 
view of the precipitous decline in cash and the con- 
traction in sales volume, it is doubtful whether the 
increase in corporate profits by the use of replacement 
costs, which would not have added to their cash bal- 
ance, would have done very much to make corporate 
managers more optimistic—enough to have increased 
their dividend disbursements. 

So far as new investment is concerned, it is un- 
likely that replacement value at that time is a per- 
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tinent consideration. In calculating the return from 
a new investment, the cost at that time was taken 
into consideration along with the possible profit to be 
gained from making the investment. The fact that 
investments made in prior years had a lower replace- 
ment cost currently and that current profits were 
understated as a result was of limited significance in 
new investment decisions. 

The use of replacement cost has a moderating effect 
on the cyclical swings of corporate profits. Instead 


Table 1: Dividend Payments of Corporations as a 
Per Cent of Corporate Income after Taxes 
Source: Department of Commerce 
Billions of Dollars 


Cor te . . . 
Dividends tasnrae a on 
After Taxes 
1946 058 So eee 5.6 12.8 44% 
LOT 5.01. 5 Petrone ates vdeo 6.9 18.1 88% 
1948 2455, oe eee ek 7.8 19.7 40% 


of remaining fairly stable in good and bad times 
(when calculated upon original cost) depreciation 
charges upon replacement cost move with the business 
cycle, becoming larger in good times and smaller in 
bad times, assuming that prices move in accord with 
good and bad times. 


EFFECT UPON TAXES 


If corporations were permitted to compute their 
income tax on replacement-cost depreciation, their 
lability would be reduced in times of prosperity 
(when they are best able to pay); the amount of 
taxes they would have to pay in depression years 
(when they are least able to pay) would be increased. 

The additional corporate taxes in most years of the 
last great depression would not have been substantial 
if replacement cost had been used. In 1932, the year 
in which the additional burden would have been the 
greatest, corporate income taxes, however, would have 
been $88 million greater than the $382 million actu- 
ally incurred. 

But in those years, the corporate tax rate was rela- 
tively low, less than 14% compared with 38% at 
present. Thus any additional income in the future 
resulting from the use of replacement costs would be 
taxable at a rate nearly three times the rate obtain- 
ing in the great depression. 

Furthermore, a large amount of investment has 
taken place in the postwar years 1946-1949. Some 
of this investment has been bunched during these 
years because of enforced deferment during the war. 
This investment has taken place at prices well above 
those in the Twenties. If prices decline precipitously, 
depreciation charges (based upon replacement) will 
decline sharply too. As a result, the amount of tax- 

See Table 4. 


able income might increase substantially. This in- 
creased tax liability might prove quite heavy for 
many corporations. 


SOME MODIFICATIONS 


If replacement cost were used in computing income- 
tax liability, the final impact upon income after taxes 
would not be as indicated in Chart 2. While income 
after taxes would be reduced in times of high prices 
and increased when prices were low, the adjustment 
would not be so large as shown in Chart 2 since the 
change in tax liability would have to be taken into 
account. Chart 4 contrasts income after taxes (with 
depreciation on original cost) and income after taxes 
adjusted for the change in tax liability resulting from 
the use of replacement cost.1 

Instead of a reduction of nearly $3.5 billion in 1948 
income after taxes, there would have been one of only 


Table 2: Illustration of the Effect of Price Changes 
on Net Investment 
“Real” Investment Positive 


“Real” 
Capital 
Item Investment 
and Con- 
sumption 
Price levels 202 -:¢-<srn oe srtaoernntes 1 
Gross investment in capital goods. . 10 
Depreciation (capital consumption). 6 
Net mvestment, §« o2)..0.0 ofan 4 


Implied “real” net investment (net 
investment — price level)......... 


Table 3: Illustration of the Effect of Price Changes 
on Net Investment 
“Real” Investment Negative 


Have Are 
sumption Doubled Halved 


Price‘level: 2259200 ce ee 1 2 0.5 
Gross investment in capital goods. . 10 20 5 
Depreciation (capital consumption). 12 12 12 
Net investment.5........ce0.. 460 2 8 7 
Implied “real” net investment (net 

investment ~ price level)......... 2 4 -14 


$2.2 billion with the consequent change in tax liabil- 
ity. In depression years, the increase in income would 


1Income after taxes (adjusted for replacement cost) differs in Chart 
2 and Chart 4 because account is taken in the latter series of the 
change in tax liability shown in Chart 3. The following will help to 
make evident the reason for the difference. Assume that in some year 
the tax rate is r and that replacement cost depreciation exceeds 
original cost depreciation by some amount, say A. If replacement 
cost were permitted, A would be an additional deduction in arriving 
at the amount of income subject to tax. The amount of tax reduction 
would be rA and the reduction in after-tax incomes, S, would be 
A-rA or S=A (1-r). It can thus be seen that the amount of chan 
taking place in income after taxes is inversely dependent upon the 
tax rate. For any dollar difference in replacement-cost depreciation 
from original-cost depreciation, the amount of change in income after 
taxes will be great if r is close to 0. It is evident that most of the 
effect of replacement-cost depreciation could be nullified by an in- 
crease in tax rates to above 50%. 
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not be so great as formerly assumed. In 1932, for ex- 
ample, the increase in income would have been $550 
million instead of $638 million. 

These computations are made for the corporate 
economy as a whole and do not indicate the varying 
impact upon individual corporations or upon certain 
classes of corporations. For financial corporations 


Chart 4: 


Corporate Income after Taxes, All 
Corporations, 1929-1948 

Sources: Department of Commerce; Tos ConrERENCE BOARD 
Billions of Dollars 


1929 1934 1939 1944 1949 
BREFLECTS REPLACEMENT COST DEPRECIATION AND CHANGE IN TAX LIABILITY 


in which the depreciation charge is small in relation 
to gross income, the use of replacement cost would 
not result in much change. On the other hand, in 
companies where depreciation is a significant part of 
total costs (such as public utilities), the use of re- 
placement cost would result in a decrease in both 
income and taxes. 

But in the case of regulated public utilities, charg- 
ing depreciation upon replacement cost would also 
result in a rapid building up of depreciation reserves. 
These enlarged reserves are one of the deductions ta- 
ken into consideration by the public service commis- 
sions in arriving at the rate base. The end result 
would be a reduction in the rate base of public utilities. 

In addition to the problems arising from the effects 
of depreciation charges upon income, there arises the 
problem of correctly measuring net capital formation 
in the nation as a whole. In computing the net change 
in the capital goods of the nation, allowance must be 
made for any goods which have been used up. The 
calculation is as follows: From the total output of 
capital goods during any accounting period subtract 
the capital consumed during the same period to de- 
termine the net addition to, or the net deduction from, 
the capital stock of the nation. Obviously, the figure 


for net capital change is distorted if capital consump- 
tion and capital formation are expressed in terms of 
different price levels. 


EFFECT UPON INVESTMENT 


A simplified example may be taken to illustrate 
the complications that may arise. Suppose that the 
total production of capital goods is ten units during 
some specified period. Assume that capital consump- 
tion (depreciation) is six units during that same 
period. It is evident that net capital formation is 
four units. There would be no question about the 
computation if all measurements were made in physi- 
cal units. 

-But if we make the same computation using money 
figures, the results will be misleading. (See Table 2.) 
Assume that when the six units of capital consumed 
were put in place the price of each unit was $1 and 
prices had doubled between that time and the time 
when the ten units were produced. The computation 
as above would produce the following: production of 
capital goods, $20 less capital consumption of $6 
equals net capital formation of $14. If we divide the 
net capital formation by $2, the price of capital goods, 


Chart 5: Private Domestic Investment,! 1929-1948 
Sources: Department of Commerce; THE CONFERENCE Boarp 
Billions of Dollars 


DEPRECIATION ON 
HISTORICAL COST 


DEPRECIATION ON \ 
REPLACEMENT COST y 


1Excluding changes in inventories. 


we arrive at an indicated production of seven units 
of capital which is contrary to our original supposition. 

Similarly, if prices fall in the interval there will be 
an understatement of net capital formation. Assume 
that instead of $2, the price of capital goods currently 
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produced is 50 cents. Then the computation will be $5 
of current production of capital goods less $6 of capital 
consumption; this would seem to indicate that the 
stock of capital goods was being drawn down when in 
fact four units were added to the capital stock. 

It should be clear that a situation may arise when, 
because of price rises, net capital formation is pro- 
ceeding at a comfortable rate when in reality capital 
was being consumed in current production and was 
not being replaced. (See Table 3.) If we assume 
that capital production was ten units and capital 
consumption was twelve units, net capital consump- 
tion amounts to two units. But if prices double as 
we assumed before, production of capital goods would 
be $20 and capital consumption would be $12, leaving 
$8 of net capital formation. Indicated net physical 
production would be four units, which is absurd in 
view of our original assumption that two units were 
withdrawn from the capital stock of the nation. 

To correct for these contradictions resulting from 
price changes, the economist favors the use of replace- 
ment cost in computing capital consumption. In- 
stead of pricing capital consumption at cost, it is 
priced at the current cost of replacement. In our first 
example, capital consumption would be $12 instead of 
$6 and net capital formation would be $8 which would 
indicate four units at $2 per unit in conformity with 
the original supposition. 

Furthermore, the misleading impression that net 
capital formation was taking place when actually the 
capital of the nation was being used up would not 
take place. In that case, the capital output of ten 
units would be valued at $20 and capital consumption 
of 12 units also at $2 per unit indicating a net capital 
consumption of two units. 

The economist, in adjusting business income, uses 
much the same method. The costs that are charged 
against the output of any period should be expressed 
in the prices of that period. The use of replacement 
cost in charging depreciation accomplishes this ob- 
jective. Income is arrived at only after all the costs 
of maintaining real capital intact have been provided 
for. If full provision is not made for the maintenance 
of real capital, a deterioration will take place in the 
productive power of the nation. In other words, the 
nation is counting capital consumption as part of its 
current income and possibly distributing it. 

The Northern Trust Company? has made a com- 
putation showing the difference between expenditures 
on plant and equipment in current and constant prices. 
Even after allowance for price changes, 1947 and 


1While current estimates of the national income by the Department 
of Commerce do not make adjustments for depreciation on replace- 
ment cost, other studies have. See Simon Kuznet’s “National 
Income and Its Composition 1919-1938.’ National Bureau of Eco- 
nomic Research, 1941, Vol. II, Table VIII and p. 412. 

*See Business Comment, April, 1949, The Northern Trust Company, 
Chicago. 


1948 were record years and were almost 29% above 
the level of the late Twenties. On a per capita basis, 
however, expenditures were only 7% above that level. 
This comparison does not mean that capital equip- 
ment per capita is greater than in the late Twenties 
but that additions to the stock of capital are greater. 

Chart 5 shows the difference that results in the 
computation of net private investment! by the use 
of depreciation on original cost contrasted with depre- 

(Text continued on page 200) 


1Only investment in the national accounts subject to depreciation 
is included in the series. Consequently, change in inventories is 
omitted. The series includes the output of producers’ durable goods 
and all types of private construction, residential and nonresidential. 


Table 4: Capital Equipment and Construction 
Cost, Weighted Index 
Sources: National Bureau of Economic Research; 
Engineering News-Record 
19389 =100 


Goods Entering Construction 


i ‘apital 
See ae Cost Index berm > 
ND0S S Si50.6 sce os eeace Stay 64.5 39.9 54.7 
WOO4 Secs o ois 5 ates ardats 60.6 37.1 51.2 
L905. Sa fect me 65.3 $8.4 54.5 
1906 71.8 40.4 68.9 
74.4 42.7 61.7 
64.6 41.3 55.3 
65.2 38.6 54.6 
68.8 40.9 57.6 
65.4 39.7 55.1 
67.3 $8.5 55 8 
68.5 42.5 58.1 
63.9 37.6 53.4 
69.0 $9.3 67.1 
93.1 55 0 77.9 
120.6 77.0 103.2 
130.0 80.3 110.1 
191IO AA. SE 130.9 84.3 112.8 
A! 4G RO OPE. 5 SA 162.6 106.7 140.2 
TOOT oe evsceraita «sn Parsee 113.5 85.7 102.4 
19223 N33... Ses6 s aee we hee 108.9 74.1 95.0 
LOOS 5: sis oxeppegeraenane sop 119.5 90.9 108.1 
112.6 91.4 104.1 
112.4 87.8 102.6 
111.0 88.3 101.9 
105.7 87.6 98.5 
104.8 87.8 98.0 
105.6 87.9 98.5 
97.3 86.1 92.8 
87.8 77.0 83.5 
80.9 66.7 15.2 
83.2 12.3 73.8 
90.8 84.1 88.1 
90.2 83.4 87.5 
92.2 87.6 90.4 
108.9 99.7 102.2 
100.7 00.1 100.5 
100.0 00.0 100.0 
103.1 02.7 102.9 
108.0 P 108.6 
118.7 115.1 
114.5 117.9 
116.3 120.5 
118.5 123.4 
VO4GiS nso ieee wee eee 130.5 187.1 
1047 2.8 inca ee a 165.5 169.5 
gt ee Pore eee 184.3 188.8 


1Weights, 0.6 for “Goods Entering into Capital Equipment” and 0.4 for “Con- 
struction Cost Index.” 
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Technical Note on Depreciation 


N ALMOST universal practice among business firms, 

fostered by the tax regulations, is to charge deprecia- 

tion to profit and loss by prorating the cost of a capital 

asset (usually on a straightline basis) over its estimated 

lifetime. Since the basis of the proration is the original cost 

of the asset, the price level of the preceding years is implicit 
in the depreciation charges made today. 

For example, if an asset with an estimated life of ten 
years were purchased five years ago for K dollars, the amount 
of depreciation charged to income today would be K/10 
(ignoring scrap value). In the interval, the price of capital 
goods may have risen, say, to twice the level prevailing 
five years ago when the asset was first acquired. To replace 
the identical capital asset today would thus cost 2K dollars. 
Therefore, depreciation measured in terms of replacement 
costs, or in terms of the current price level, should be 2K/10 
instead of the K/10 actually charged. 

Converting depreciation charges on original cost to re- 
placement cost is not difficult if the necessary data are 
available. For an individual firm, the information would 
normally be available—date of acquisition, the cost then 
and now, and the estimated useful life of the asset. 

The information needed to make such an adjustment to 
all corporations is however, not available. It is not possible 
to find out when the equipment now in use was put in place. 
Nor is it possible to determine accurately the change in cost 
of plant and equipment over time. The only available data 
are current depreciation charges to income and the book 
value of the capital account. 


The problem was met in this study in the following man- 
ner. First, an index was constructed to measure the change 
in prices of capital goods. This was done by combining two 
separate indexes. To measure the change in plant construc- 
tion costs, the Engineering News-Record index of construc- 
tion cost was used. To measure the change in other pro- 
ducers’ goods, the index of “Goods Destined for Use in 
Capital Equipment” by the National Bureau of Economic 
Research was used. The latter index does not include 
building materials. (See Table 4.) 

The weight assigned to the construction cost index was 
4, while the capital goods index was assigned a weight 
of .6. These weights were derived from the series on plant 
and equipment expenditures appearing in the Federal 
Reserve Bulletin. The compilation shows that, during the 
years 1919-1939, plant represented avproximately 40% of 
the total, and equipment and machinery represented the re- 
mainder. 

The second step was to estimate the average life of the 
capital goods on the books of companies. This was done 
by computing the ratio of annual depreciation charges to 
the gross property account of corporations for the years 
1934 through 1940. While the available data are not un- 


1See Federal Reserve Bulletin, September, 1946, p. 967; February, 
1941, p. 103; February, 1940, p. 116; and September, 1939, pp. 731-36. 


ambiguous, it seems that the average life of capital goods 
approximates twenty-five years. Thus the annual deprecia- 
tion charge is approximately .04 times the gross property 
account. Although the actual ratio was constant at .026 
throughout the period, it was raised somewhat arbitrarily 
to .04 to compensate for the inclusion of depletable property 
in the gross property account which would have been ex- 
cluded if data had been available. 

No allowance has been made for scrap value. In the 
computation of depreciation on the straight-line basis, such 
an allowance would tend to lower the ratio of annual de- 
preciation charges to gross property and to increase the 
apparent average age of capital goods. By raising the rate 
to .04, it was hoped to offset these inherent weaknesses 
in the data used. 

The third step was to allocate the actual depreciation 
allowances in any year to the previous years in which the 
capital assets were put in place. This was done by making 
a percentage distribution of capital expenditures for the 
twenty-five years preceding the current year. This process 
was repeated for each year in question. 

The fourth step was to express the reallocated deprecia- 
tion allowances in terms of current prices. This was done 
by the use of the index numbers calculated in step one. 
Twenty index numbers covering twenty-five years were 
computed, with each year from 1929 to 1948 as a base. The 
index numbers were then used to convert current deprecia- 
tion charges into terms of current prices. 

To put net private investment on a replacement-cost 
basis, account must also be taken of depreciation on non- 
corporate business, institutions and residential building, both 
farm and nonfarm. It was assumed that depreciation charges 
of noncorporate business and institutions were distributable 
in time in the same pattern as corporate depreciation charges 
and that the index used for the latter could also be used 
here. 

The new element was depreciation on residential building. 
A comparison of the E. H. Boeckh index of the cost of 
residential construction with the weighted index described 
in the first step showed no significant divergences in move- 
ment. 

To allocate the total depreciation allowances, new distri- 
butions were calculated taking into account the pattern 
over time of expenditures on residential construction. The 
relevant period, it was found, was twenty-five years, the 
same as in the case of the capital assets of corporations.” 
The calculations in the third step were then repeated taking 
into consideration residential construction expenditures. 

Converting to replacement cost involved the same pro- 
cedure as in the fourth step, but with total instead of only 
corporate depreciation allowances. 


1See “Housing” Volume II, Part I General Characteristics, Six- 


teenth Census of the United States, 1940, Bureau of the Census, 
Table 5. 
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ciation on replacement cost. The difference in 1948 
amounted to $7.7 billion; in other words, the net ad- 
dition to goods which are used to produce other goods 
or future services was only $16.9 billion instead of 
the $24.7 billion obtained if the unadjusted figures 
were used. 

From the chart, it is evident that for every year 
since 1937 the net change in the total stock of capital 
goods (including residential housing) has been over- 
stated. If depreciation had been measured in terms 
of the prices current in each of those years, the 
amount of capital consumption would have been larger 
than the depreciation charges calculated by the use 
of the ordinary accounting conventions. Conse- 
quently, net private investment—the difference be- 
tween the gross expenditures and capital consump- 
tion—would be smaller. 

In the years from 1931 through 1935, net private in- 
vestment is negative whether depreciation on replace- 
ment or original cost is used. But when replacement 
cost is used, the deficit, so to speak, is smaller. In 
1929 and 1930, net private investment is again over- 
stated because of the use of original cost. 


What significance attaches to this adjustment to 
net private investment? Would the widespread use 
of replacement cost to measure the net change in the 
stock of capital goods have any affect upon the sever- 
ity of business cycles? 

The chief significance is that a more nearly accurate 
picture is obtained of “real” investment. Price 
changes do not enter into and influence the computa- 
tion of net investment for any one period. Between 
two different periods, however, price changes may 
make difficult and misleading any comparison of real 
investment. 

The severity of business cycles will not be affected 
directly by the use of replacement cost. The pertinent 
consideration here is the amount of gross expenditures 
for capital goods which are in terms of current prices. 
It is the gross expenditures which give rise to a de- 
mand for goods and men. Whether depreciation is 
based upon replacement cost or original cost will not 
necessarily affect the total expenditures. 


Frank Gaston 
Division of Business Economics 


Business Forecasts 


Gwilym A. Price, president, Westinghouse Electric Cor- 
poration (stockholders’ meeting, April 20)—Total volume 
of the nation’s business for 1949 may not be “too far below 
the peacetime record of 1948. . . . Despite declining orders, 
there are convincing reasons to expect the market for capital 
goods to hold this year at a physical volume about double 
the average for the years 1935 through 1939. Even this lower 
level of operations provides a solid base for continued pros- 
perity—assuming only that it is not destroyed by govern- 
ment policies thwarting private business and private 
investment.” 


Louis H. Bean, Office of the Secretary, Department of 
Agriculture, (in address to Modern Industrial Bank, April 
20)—“If farm cash income can be kept at about the $27 
billion level and business expenditures for new plant and 
equipment at $18 billion, the national income could be 
expected to stay above $200 billion” compared with $224 
billion in 1948. 

Ewan Clague, Commissioner of Labor Statistics, (press 
statement, March 31)—Consumers’ retail prices after 
World War II will not “decline as sharply or as far as they 
did in 1920-21 when there was a drop of 20%.” A drop of 
10% “during the next few years would be the outside 
limit of a decline from the 1948 peak. I do not think that 
prices at retail will come down anything like 10% from the 
present levels by the end of 1949.” 

Sumner H. Slichter, professor, Harvard University (in ad- 
dress to National Conference of Electric and Gas Utility Ac- 
countants, April 11)—‘“In order to prevent a rise in unem- 
ployment in 1949 business will need to produce and sell 


about $265 billion in goods at present prices or about $10 
billion more than it produced and sold in 1948. . . . An in- 
crease in employment of about 600,000 (the normal amount) 
would raise the total gross production by 1% or $2.6 billion 
at present prices. .. . A gain in efficiency of about 3% over 
1948 is a reasonable estimate [or] an increase in gross 
national product at present prices of about $7.7 billion a 
year. Hence the total rise in output needed is $10.3 billion 
a year. 


National Association of Purchasing Agents (Bulletin, 
May 4)—“The trend of business as seen by purchasing 
agents is to level off for the present, with a possible pickup 
this summer or early fall.” 

Raymond Rodgers, New York University (in address to 
the Economic Meeting of the Peoples First National Bank 
and Trust Company, April 27)—“The most outstanding 
thing about the present readjustment is the statistical fact 
that it is not nearly as serious as people seem to think it 
is... . The fact that we are going to have a price realign- 
ment does not mean that we are going to have an old- 
fashioned depression. . . . I am convinced we shall never 
have to suffer through another business reaction as severe 
as the depression of the early ’30’s.” 


J. Marvin Peterson, director of research, Federal Reserve 
Bank of Minneapolis (in address to Federal Reserve Con- 
ference of Ninth District Bankers, April 23)—“Now that 
consumer spending has declined, a danger exists that unem- 
ployment will rise, causing a further decline in consumer 
spending and a further contraction of business investment 
expenditures. . . . It is better for the economy and for 
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business to reduce profit margins in order to maintain em- 
ployment than to reduce employment in an effort to main- 
tain unit profit margins.” 

Wesley Lindow, vice president, Irving Trust Company 
(in address to Pittsburgh Control of the Controllers Insti- 
tute of America, April 18) —“We should expect a downturn 
to follow the end of the boom, but the lack of 1919-20 specu- 
lative fever suggests that it will not be so violent this time.” 

Leon H. Keyserling, vice chairman, Council of Economic 
Advisers (in address to Modern Industrial Bank, April 20) 
—‘Tf within five or ten years from now we should have a 
$300 billion economy instead of a $240 billion economy— 
which is not fantastic, but only a legitimate effort—the levels 
of profit should be higher. . . . The only question is whether 
in getting over the trying period from 1948 to 1950 or 1951, 
you could sustain the 1948 rate without leveling off a bit 
. .. before starting upward again. I think . . . you have to 
go down a bit before you start up again.” 


Courtnay Pitt, vice president, finance, Philco Corporation 
(in address to National Consumer Instalment Credit Con- 
ference, American Bankers Association, March 31) —“If 
we consider the money that will be spent in building and 
equipping television stations, connecting these stations into 
networks, and providing programs, and when we add to 
this the production of television receivers, I estimate that 
this new industry will represent a $5 billion expenditure in 
the next four years.” 

Bureau of Agricultural Economics (The Demand and 
Price Situation, March, Released April 17) —“Prices received 
by farmers and cash receipts from farming in 1949 may 
average about 10% below the 1948 record. With production 
costs continuing high, realized net income of farm operators 
may be down somewhat more than cash receipts. However, 
this decline would be offset in part by lower rural living 
costs.” 


UNG 


Earnings, Hours and Employment Trends 


Seinen statistics continued to dip in mid- 
March. According to preliminary estimates re- 
leased by the Bureau of Labor Statistics, average 
hourly and weekly earnings, the length of the work 
week and the number of production employees in 
manufacturing plants were all less than in the pre- 
ceding month. 

In March, 1946, average hourly earnings started 
moving upward each successive month, but, in Feb- 
ruary of this year, the trend was suddenly reversed. 
The March, 1949, level, reflecting a further decline of 
0.4%, equalled last November’s average—$1.372. 
Lower hours and reduced premium overtime pay- 


ments, consumers’ price adjustments and an absence 
of numerically significant wage rate increases all con- 
tributed toward this current downward pattern. 

Production workers’ weekly payments dropped by 
almost a dollar over the month, but show an increase 
of $1.30 or 2.5% in the year period. Working hours 
were also shortened between February and March. 
In March, the average for all production workers was 
38.9, the lowest on record since November, 1940. 

A decline in employment again clouded the indus- 
trial scene for the sixth successive month. Accord- 
ing to preliminary estimates, there were 12,362,000 
workers on manufacturing pay rolls in March, with 


EARNINGS, HOURS, EMPLOYMENT, PAY ROLLS, PRODUCTION WORKERS, MANUFACTURING INDUSTRIES 


Source: 


Bureau of Labor Statistics 


All Manufacturing Industries 


Durable Goods Nondurable Goods 


Date Average Avera Aver: 1939 plein =100 Average Avera Avera, Avera, Avera, Avera, 
Hourly Weekly Weekly Hourly Weekly Weekly Hourly Weekly Weekly 

Earnings Earnings Hours Earnings Earnings Hours Earnings Earnings Hours 

Employment} Pay Rolls 
1948 February......... $1. 287 $51.75 40.2 159.5 354.1 Le $54.77 40.5 $1.217 $48.56 39.9 
Miareli. isle. «<4 «8 1.289 52.07 40.4 160.3 $58.4 1.352 55.25 40.9 1.220 48.66 39.9 
LCs koe ee ae 1.292 51.79 40.1 156.1 347.1 S57 54.96 40.5 1.220 48.33 39.6 
BY is lattes cost 1.301 51.86 39.9 155.5 346.7 1.366 54.81 40.1 1.230 48.65 39.6 
June.. 1.316 52.85 40.2 158.2 359.0 1.385 56.13 40.5 1.242 49.37 39.8 
Daye .s 25508? 2332 52.95 39.8 158.5 360.0 1.407 56.21 40.0 1.252 49.49 39.5 
LIC ST) epee ag ei 1.349 54.05 40.1 IOLA 374.7 1.431 58.19 40.7 1.262 49.79 39.5 
September 1.862 54.19 39.8 164.6 382.2 1.448 57.95 40.0 1.272 50.37 39.6 
October ......... 1.366 54.65 40.0 163.3 882.9 1.452 59.41 40.9 1.271 49.70 39.1 
November 1.372 54.56 39.8 161.6 1.454 58.71 40.4 1.282 50.18 39.1 
December ........ 1.376 55.01r 40.0 159.4 1.456 59.23r 40.7 1.287 50.52 39.3 
1949 January.......... 1.881 54.41 39.4 154.7 1.459 58.51 40.1 1.294 50.08 38.7 
February mid Sauer 1.377 54.25 39.4 153 .2r 1.458 58 .32r 40.0 1.289r 50.01r 38.8r 
Marchp.......... 1.372 53.37 38.9 0:9 eet coacets 1.451 57.02 39.3 1.289 49.63 38.5 
pPreliminary estimate rRevised 
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192,000 separations occurring over the month. This creased from 2.3 per 100 employees in February to 2.8 
was a change of 1.5%, considerably sharper than the in March; quits also rose—from 1.4 to 1.5. The num- 
0.9% drop that took place between January and ber of discharged workers declined slightly, however. 
February. Evizasets M. Casetyi 
Preliminary turnover rates show that layoffs in- Statistical Division 


Trends in Consumers’ Prices 


Qe its trend of the past five months, below their level of a year ago. The annual adjust- 


Tue CONFERENCE Boarp’s index of consumers’ ment for women’s spring coats indicates that they are 
prices showed an increase of 0.1% for the month end- coming on the market at slightly lower prices than 
ing March 15. The index now stands at 161.3. The a year ago. 
primary factor in the rise was higher food prices re- Small reductions were reported for textile house- 
ported in mid-March. An increase in the sundries furnishings, electric refrigerators, living room, dining 
index added to this rise slightly, but the decrease of room and bedroom suites, dropping the index 1.2% 
all the other groups partially offset the increases. for the month ending March 15. Fuel prices also drop- 

Retail food prices advanced 0.4% from mid-Febru- ped slightly this month, 0.1%, the major reduction 
ary to mid-March. Sharp rises in the price of beef, being for fuel oil. 
pork chops, fresh fruit, and fresh vegetables were re- The sundries index, which showed the only other 
sponsible for the change in direction of the index. De- increase this month, rose 0.2% over its level a month 
creases were reported in the price of dairy products, ago. The major increase was the semiannual adjust- 
except eggs, and in some cereals. Despite this rise, ment for the price of reading materials. Soap prices, 
food prices were generally 1.5% below their level of reversing their trend of the past few months, also 
a year ago. showed a slight increase this month. 

Clothing prices dropped again this month, moving The purchasing value of the consumer dollar stood 
the index a full 1.0% below its level on February 15. at 62.0 cents on March 15 (January, 1939=100 
The prices of men’s shoes and cotton clothing were cents). This is a decline of 0.2% from its value a 
slightly lower this month; declines were recorded for month ago, and dropped the value of the dollar 0.6% 
women’s cotton clothing and rayon and nylon lingerie. below its level a year ago. 

Clothing prices have shown the greatest decline of Suir.ey Fass 
any group over the past year, and now average 3.8% Statistical Division 


CONSUMERS’ PRICE INDEX FOR THE UNITED STATES, AND PURCHASING VALUE OF THE DOLLAR 


Index Numbers, January, 1939 =100 
Revised series: January, 1939 = 100; series previously was on 1923 = 100. 


Total 


1948 March.............. 160.3 | 210.9] 110.1] 156.8] 168.5] 146.8 ‘ 62.4 
priltc 2... hanes 162.3 | 216.8] 110.1 | 156.2] 168.2] 146.0 89.8 61.6 

Mays. saensecen aoe 163.2 | 219.6a) 110.1 | 156.1 | 168.4] 145.8 89.8 61.3 
June 164.5 | 221.8] 110.7] 155.9] 168.2] 145.5 90.1 60.8 

duly eee eae 166.4] 224.6 | 110.7] 155.6] 168.0 | 145.2 90.3 60.4 
Aupust.sile. comets 166.5 | 223.96] 110.7] 155.5] 168.1] 144.8 90.3 60.4 
September.......... 166.5 | 222.5 | 111.2] 156.6] 167.9] 147.0 90.3 60.4 
October228)... eee 164.6 | 216.8c} 111.2] 156.4] 167.6] 146.4 90.3 61.1 
November.......... 168.8 | 214.1 111.2 156.0 167.4 146.4 90.3 61.3 
December.......... 162.9} 211.6] 111.2] 155.8] 166.9] 145.5 90.4 61.7 
Annual average...... 163.7 | 217.9] 110.6] 156.0 | 167.8 | 146.1] 128.5 90.1 94.5 61.1 
1949 January............ 162.87] 211.3dr} 112.1] 158.7] 165.3] 143.9 61.4r 
February........... 161.1 | 206.87 | 112.1 | 152.87] 164.67] 141.8 62.1 
March “7204 ene 161.3 | 207.7 112.1 | 150.8] 168.38] 1403 62.0 


sit li = at 
Feb., 1949 to Mar., 1949..] +0.1 | +0.4 -1.0 a 1 rakes 4 | 
Mar., 1948 to Mar., 1949..]  +0.6 -1.5 +1.8 -3.8 oy i +5. 9 +1. e en 5 


iRents surveyed quarterly, January 15, April 15, July 15, October 15.  aBased on food —— = May 13, are Based on food prices for Oct. 14, 1948.  rRevised, 
‘Includes electricity and gas, rs ney bBased on food prices for Aug. 16, 19. dBased on food prices for Jan. 13, 1949, 
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What Executives Say: 


Export American Know-how? 


(See article on page 177) 


PRIMARY PRODUCTS 
Petroleum: Foreign Sales Continue To Increase 


“Our sales of most major products abroad continue to 
show in recent times a growth in volume, although the 
rate of this increase appears to be tapering off. Over the 
near term we expect a continuation of the decline in the 
rate of growth of our sales in most products.” 


“The sales of our foreign affiliates in 1948 showed com- 
fortable increase over those for 1947, more or less in line 
with the over-all consumption increases registered in the 
various foreign markets. There is no doubt that the Mar- 
shall plan aid has had considerable effect in bolstering the 
ability of the countries it affects to maintain this increase 
in activity.” 

“Broadly speaking, we maintain sales promotion programs 
abroad involving advertising, training of salesmen and dem- 
onstrations to consumers. We do not contemplate any 
substantial changes in our physical plant abroad or shifts 
in distributing channels. There will, however, be some 
increase in our ability to receive and handle bulk petroleum 
products at new terminals.” 

The President’s Point 4, properly handled, could be a 
major factor in improving international trade and raising 
foreign standards of living. We have not had any contracts 
in operation calling for the export of our know-how. 


* * * 


“We are spending very substantial sums in many countries, 
literally hundreds of millions, to increase and modernize 
our operations. The subject of risk insurance which is under 
active discussion in government circles, particularly with 
respect to South America, is certainly an interesting one. 
Such insurance would undoubtedly lead in the direction 
of stepping up American investment abroad, but the present 
discussions are still so formative that it is difficult for us to 
evaluate the extent to which any of the numerous proposals 
would stimulate capital flow.” 


Steel Products: Exports No Relief Outlet 


“We do not attempt to use the export market as an out- 
let for overproduction, but have maintained a more or less 
steady flow of steel products to the South American and 
Asiatic countries. Very little has gone to Europe.” 

“Our export volume runs about 6% of our total produc- 
tion. With domestic sales dropping, we do not expect any 
heavier foreign demand and there will be more American 
manufacturers after the available business with lower prices 
the result.” 

“Our export sales are about 4% of our total sales. If 
domestic sales drop, we do not expect to find any material 
relief in foreign outlets.” 


“Controls, of course, have affected our shipments. The 
difficulty of getting permits and licenses reduced our export 
business in 1948 to about one half of what we did in 1947.” 


“Actually we cannot see that controls in this country are 
affecting our shipments other than to be a very definite 
nuisance. They involve a lot of detail and delay as do con- 
trols in foreign countries.” 


“We have encountered no difficulty in connection with 
the controls affecting shipments abroad.” 


* + 


“For many years we have had contracts for the export 
of our technical know-how which generally have worked 
satisfactorily. This is a part of our regular business.” 


Miscellaneous—Primary: Know-how Exchange Estab- 
lished 


“We expect some substantial business on certain items 
but are encountering intense competition from brass and 
copper manufacturers in certain European countries and 
Japan where labor rates are extremely low.” 


“The trend on foreign sales is downward, and 1949 ship- 
ments will probably not represent more than 60% of 1948.” 


“The recent trend in export sales continues downward. 
Sales during the year 1948 represented a reduction of ap- 
proximately 50% as compared with the year 1947. Based 
on current trends, it is anticipated that sales during the 
current year will be down 30% to 40% from 1948.” 


* * * 


“Only a very small percentage of our total production is 
exported. Based on our past experience, we do not expect 
any relief from foreign outlets if our business in this country 


decreases.” 
* * * 


“We have no contracts concerning the export of our know- 
how. It has, however, been our long-standing policy and 
custom to exchange ideas and information with representa- 
tives of companies from other countries. Such exchange of 
engineering and technical and operating practices has no 
doubt been of value to our foreign friends as it has been 
to us.” 


“Unquestionably, the benefits of our scientific and indus- 
trial progress will prove helpful to those countries with the 
ability to receive and apply them. China and India, with 
close to 800 million population, and many other countries in 
proportion to their ability to absorb and apply our skills, 
might reasonably be expected to receive untold benefits 
under Point 4.” 


“This company has foreign connections in England and 
Switzerland, which, established before the war, have now 
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been resumed. Such agreements as we have consist in cross 
licensing each other under which arrangement we acquire 
the benefit of their know-how and they acquire the advan- 
tage of ours. This cross licensing involves secret processes 
or licensing utilizing certain patents. We have always felt 
that the exchange of information has been beneficial to all 


parties.” 
* * * 


“We feel that some type of risk insurance or incentive 
would stimulate the flow of capital and that it is important 
to put private capital in place of public capital in support 
of foreign recovery on a free enterprise basis. Obviously 
some kind of government guarantee is essential.” 


METAL MANUFACTURES 
Air-conditioning Equipment: Foreign Orders Down 


“The recent trend in foreign sales has been rather drastic, 
this trend having started approximately six months ago. 
It is our opinion, based upon surveys with foreign represen- 
tatives, that the near-term outlook for foreign sales is not 
good.” 

“Bookings of foreign orders have been considerably lower 
since the first of the year. Inquiries and prospective sales 
are as lively as ever but the lack of exchange defeats closing 
of contracts as well as the filling of contracts booked during 
1948.” 

“We propose to increase our foreign representation to a 
point where it gives world-wide coverage; to carefully select 
representatives who have excellent governmental connec- 
tions in their own country; and to merchandise our product 
vigorously with visiting foreign buyers and in response to 
foreign mail inquiries.” 

“Controls instituted abroad, together with other condi- 
tions existing in foreign countries, are influencing shipments. 
The principal adverse conditions are those relating to import 
controls and to monetary and exchange factors.” 

“Restrictions on foreign exchange have hampered us to a 
very considerable extent. This is particularly true in South 
Africa, Argentina, Brazil and India. And, of course, the 
situation in China precludes the possibility of doing much 
business there. Also, we are experiencing the usual difficulties 
in doing business in sterling areas. Although business volume 
has been reduced in all these areas, we cannot say that we 
have lost our markets except possibly in Argentina.” 


* * * 


“Since ours is an engineering business, it has been custom- 
ary for us to furnish engineering know-how to some of our 
foreign customers on a fee basis. This is necessary in order 
for them to do business, and is regarded by us as a legitimate 
part of our relations with export customers. However, I 
believe that most of our folks feel that we would be better 
off with wholly owned operations in the principal markets 
abroad rather than letting our know-how get out of our 
hands.” 

“Obviously, one of the greatest assets we, or any other 
skilled nation possesses, is our specialized know-how. De- 
spite natural humanitarian inclinations to help the rest of 
the world struggle up to a decent standard of living, it is 
hardly our obligation to disseminate our special skills and 
industrial techniques to everyone else so that we will destroy 


any competitive advantage we may have in world trade.” 
“We should think that an American investor would have 
to be either a philanthropist of sorts, a lighthearted gambler, 
or a fatalist to send his good American dollars into fixed 
investments abroad unless he were able to obtain some type 
of risk insurance. Since even hoped-for earnings on foreign 
investments are likely to be nontransferable why in the 
world would anybody put his money into that sort of 
gamble?” 
Automobile Equipment: Continue Promotion of 
Foreign Sales 


“Our prewar foreign sales were so limited that no fair 
comparison of prewar versus present sales can be made. We 
are just in the process of setting up manufacturers’ agents 
for the sale of our products abroad and believe that in time 
a satisfactory market can be developed.” 

“Since midsummer, 1948, our foreign business has followed 
a rather sharply declining trend. This is because of increas- 
ing restrictions placed by foreign governments on the im- 
portation of American automotive products and stems from 
a lack of dollar exchange rather than from customer demand, 
which is still very great.” 

“In the past, our export business afforded some relief when 
domestic sales dropped. I do not believe we should antici- 
pate much relief from exports this time though, because 
the situation will be controlled by the availability of dollars. 
Nevertheless, we are constantly doing everything possible 
to improve our export position.” 

“About 10% of our production is exported. We shall 
continue to promote our sales in foreign markets, but expect 
little result until dollars are available.” 


“During the past thirty-five to forty years, the automobile 
industry has built up a very extensive overseas distributing 
organization. Buildings, equipment and facilities are either 
equal or at least comparable to those in the United States, 
and the personnel of these organizations is well trained both 
in sales promotion and in service maintenance work. Today, 
we are thinking mainly of our ability to keep these organi- 
zations intact in face of the heavy restrictions under which 
they have to operate, rather than any particular expansion 
problem.” 


“While we are still operating under export controls, we 
have had no difficulties in this regard. During 1946 and 
1947, our exports were limited to a fixed percentage of our 
total production, mainly to conserve materials which were 
in short supply. We are able now to secure export permits 
for whatever we can sell.” 


i ag 


“The President’s proposal to make the benefits of our 
scientific and industrial progress available to the world will 
have little, if any, direct effect upon our export business. 
If such a program were to be carried out, the immediate 
effect might create a temporary increase in our domestic 
business with a resultant long-term decrease in both direct 
and indirect export business.” 

“Americans investing capital abroad are interested in 
principal. Tax exemption on foreign earnings would not 
accomplish this. I do not see how our government could 
guarantee the investment, protecting the investor against 
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loss, unless it was interested in the earnings at the same time, 
if there are earnings.” 


Electrical Appliances: 


Know-how an Important 
Contribution 


“Import and export controls obviously interfere with 
normal conduct of the business. They are expensive and 
time consuming to handle. They frequently impose severe 
injustices and outright loss. One has only to follow develop- 
ment of the dollar shortage areas to know where business is 
seriously curtailed. Outright loss of markets has primarily 
resulted from political and ideological differences of opinion.” 


OLA 


“We believe that for the long haul there are some advan- 
tages in making our industrial progress available to certain 
markets. We have operations in two countries which have 
indicated a desirable result under the conditions existing 
which did not permit us to ship our complete products 
into the area.” 


“The export of our know-how has long been an important 
aspect of our international operation. It has been an im- 
portant factor in the industrial development of many areas. 
It has been a source of profit and an important key to many 
markets throughout the world. Provided that the export of 
know-how continues to operate as a part of the free enter- 
price system and not as a function of government, then the 
President’s famous Point 4 can be an important tool 
contributing toward improvement of living levels in many 
areas abroad and ultimately of a better balance in inter- 
national trade.” 


Electrical Machinery: Indirect Benefits from Marshall 
Plan 


“The recent trend of our foreign sales has been upward, 
and more inquiries have been reaching us. Much of our 
control apparatus is sold to resale manufacturers, and speci- 
fications often indicate that our products are to be exported 
with our customers’ motor-driven machinery. The purchase 
of heavy duty machinery, for instance steel-mill equipment 
for which we have supplied control apparatus, is probably 
being financed through Marshall plan aid. Thus, indirectly 
we have benefited.” 

“About 10% of our product was exported last year, not 
directly by us but through sale of machinery that was 
shipped abroad. We see no particular reason for an increase 
in foreign business if domestic sales drop. Our plans for 
exporting are linked with machinery manufacturers in prod- 
ucts they would sell abroad, though we do have our 
representative in South America and service arrangements 
in Europe.” 

“Several internationally known export distributors are 
now handling our products, These have active branches in 
foreign countries and are well qualified from an engineering 
and financial standpoint to promote the sale of our control 
apparatus. Their activities will be supplemented by our 
advertising campaigns. We are eager to develop a broader 
foreign market for our products.” 


* * * 


“Making the benefits of our scientific and industrial prog- 
ress available to the world is probably a very fine gesture 


and will be beneficial to the world at large. However, unless 
it is possible for American manufacturers to sell freely 
abroad or be able to establish plants abroad with a fair 
return in dollars, it probably will not be very beneficial 
to the United States.” 


“American industry has for years been doing important 
machinery work on Point 4. Hence there is nothing new 
about it although it is quite possible that, since this thought 
has been raised to a national level of prominence by Presi- 
dent Truman, many other firms will interest themselves in 
promoting thinking along such lines. Intelligently applied, 
we feel it can materially benefit scientific and industrial 
progress throughout the world.” 


Electrical Supplies: Controls Add to Overhead 


“We would expect that our exports, which are approxi- 
mately 7% of our total production, might drop because of 
dollar exchange. There is a remote consideration of estab- 
lishing foreign plants, but not in the immediate future.” 

“The near-term outlook on foreign sales is not favorable, 
with the exchange and other restrictions currently applying 
—particularly the serious shortage of dollars in practically 
all European markets. The volume secured through many 
of our established representatives is gradually drying up.” 

“Controls currently applicable have a definite adverse 
effect on our shipments abroad and, with all the regulations 
and restrictions, they not only add tremendously to the 
overhead factor in carrying on business in these markets 
but cause innumerable delays in shipments. Of course, dock 
and express strikes in this country have not improved the 
situation as it applies to export customers.” 


* * * 


“We do not believe that the President’s proposal to make 
the benefits of our scientific and industrial progress available 
abroad are either sound or wise. Certainly, firms which 
have been in business and which have established a know- 
how can scarcely be expected to surrender this information 
so that it can be used indiscriminately abroad where labor 
rates are lower and cost factors are cheaper.” 


* * * 


“American capital investment abroad should, I believe, 
be limited to necessary funds for the rehabilitation of des- 
titute countries and the reestablishment of their own in- 
dustry. With high labor costs in the United States probably 
continuing, we have little hope of competing with foreign 
labor markets even with our industrial know-how, and 
whatever tax exemptions might be granted on foreign earn- 
ings would merely mean higher costs ultimately for domestic 
corporations.” 

Engines and Turbines: Point 4 Considered a 
Challenge 


“The near-term outlook has a different aspect as it relates 
to capital goods of the class that we manufacture. The 
announcement of the tentative program of machinery and 
equipment authorizations by ECA indicates that capital 
goods exports by this country to Marshall plan nations 
should make the export market a little more attractive than 
it has been in the last few years.” 
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“Approximately 30% of our total production has been 
exported during the past two years. If domestic sales drop, 
as they appear to be in the process of doing at the present 
time, we hope to find foreign outlets through opening up 
additional distribution.” 

“We have formulated some long-range plans for promot- 
ing the export of our products by establishing direct repre- 
sentation in important market centers outside continental 
USA. This will mean investment in trained personnel for 
handling such business, plus an intangible investment in 
training and indoctrinating foreign representatives in the 
promotion and sale of our product.” 


2 ere 


“We have not, as yet, had any extended experience in 
exporting our so-called know-how in the sense proposed by 
President Truman. In the sale of our products, we find it 
necessary to send our installation and service men to all 
parts of the world, but this is done as much for our own 
protection as for the customers.” 

“The President’s proposal is hardly a new one to the 
seasoned exporter of capital goods. Making available the 
know-how in capital goods equipment to war-depleted and 
nonindustrial areas of the world has been the long-term 
range of many United States export industries. The em- 
phasis that it is receiving at the present time in the form 
of a popular appeal is very significant for the country as a 
whole and particularly for capital goods producers such as 
ourselves. It is the first time in almost a generation that 
our government has given any emphasis to this program. It 
points up challenging opportunities for American business 
and industrial leaders.” 


Industrial Machinery—General: Export Orders Up 


“Our foreign sales have steadily increased since active 
hostilities ceased until they now represent about 30% of our 
total sales. Up to the present, none of these foreign sales 
has involved Marshall plan money. We believe that within 
the next year or so a portion of our foreign work will be 
financed through the operation of the Marshall plan.” 

“The recent trend of our incoming orders for export 
markets has been upward. For the first quarter, they were 
14% above the comparable first quarter last year. The near- 
term outlook continues upward for all our lines.” 

“Normally our export business amounts to approximately 
10% to 15%. At present, the percentage is higher since 
domestic business has dropped off somewhat.” 

“Domestic sales have dropped somewhat, so we expect 
that export sales will take on more importance. On the 
other hand, we have always had a formal export department 
and established export distribution all over the world. If 
we can develop additional export business, we will do so 
as part of our export plan rather than trying to use it to 
bail out our domestic problems.” 

“Up to the present time United States Government con- 
trols have not affected our shipments.” 


* * * 
“While we have sold know-how a time or two, we have not 


sold to foreign countries. We naturally would prefer to man- 
ufacture the equipment here.” 


“Our government might properly make appropriate treat- 
ies with other countries with the object of creating an 
atmosphere conducive to the flow of American capital on 
a free basis. The question of our exporting know-how is a 
concomitant and would go along with it.” 


Industrial Machinery—Specialized: Marshall Plan a 
Vital Factor 


“For the past year, foreign orders have represented 
about one-third of our total backlog. Our shipments to 
foreign markets have been about 30% of our total. These 
relationships have obtained up to the present time but, 
primarily because of the great difficulty our foreign cus- 
tomers are experiencing in obtaining dollar credits and im- 
port licenses, we are now experiencing a sharp reduction in 
the receipt of new commitments. So we expect our ship- 
ments to foreign customers will be greatly reduced within 
the next few months.” 

“Our entire business in the sixteen participating countries 
is dependent on ECA dollars. There have been sufficient 
ECA purchase authorizations to absorb our capacity allo- 
cation to those countries.” 


“The recent trend of our foreign orders has been upward. 
The Marshall plan has been and still is a vital figure in 
connection with these foreign orders. In fact we are under 
the impression that almost all of them come under the plan. 
The near-term outlook is that the foreign orders will con- 
tinue to improve.” 

“The recent trend of our foreign sales has been upward. 
We estimate that this foreign business, which is largely 
concentrated in the nations belonging to the North Atlantic 
Alliance, would be very much less, hardly anything at all, 
if it were not for the dollars which are being given away 
to European nations under the Marshall plan. The near- 
term outlook for our products is good because Congress is 
apparently continuing the Marshall plan dollar gifts for at 
least another year.” 

“Controls in this country are not bothering us much. 
The difficult situation abroad is lack of dollars. In England, 
complicated red tape is causing our customers a good deal 
of trouble when they want spare parts in a hurry. It has 
not lost markets for us, but has handicapped British manu- 
facturers.” 

“United States export controls have had no adverse effect 
on our foreign shipments up to date. We are making no 
attempt to make shipments of our products to countries 
which would probably not be approved by our export con- 
trol bureau. In other words, we are in entire accord with 
the plan under which the bureau was set up. We have had 
no shipments which we desire to make in foreign countries 
denied by the bureau.” 


* * * 


“T subscribe to the principle presented in the President’s 
proposal to make the benefits of our scientific and industrial 
progress available to the world. Although we have no con- 
tract in operation calling for the export of our know-how, 
we are constantly sending technicians to foreign countries 
to assist in the installation and operation of our machinery. 
We find that high value is placed on these services by our 
customers.” 

“We have some arrangements in effect, which have re- 
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sulted in the export of know-how; however, our experience 
in this field has not been long enough to show any results. 
It would appear that there would be certain general benefits 
accruing to the entire world which would improve our own 
position as well. If we can do this without depleting our 
own resources too far, we can raise the standard of living 
of other peoples.” 


“We have been asked to build our products abroad and to 
make available our know-how in foreign countries. But we 
have not established any such foreign subsidiary companies 
nor have we made available our know-how outside our or- 
ganization. We appreciate that many companies can do this 
without harm, and possibly with some benefit, but we con- 
sider that it would be entirely against our own interests to 
establish the manufacture of our products abroad. If we 
did so we would take away a very heavy proportion of the 
business which we need in our own American factory. In 
our judgment, this would seriously depreciate our American 
investment, would cause the layoff of American workmen, 
and would make it much more difficult, if not impossible, 
for us to carry on our inventions, experiments, and develop- 
ment work in new fields—a part of our policy which has 
enabled us to live and grow.” 


“We have had no experience in foreign investment and 
at the present time have no interest in it. We have compara- 
tively limited volume per product and require so much 
capital investment in manufacturing facilities that we have 
seen no advantage in attempting to set up foreign plants 
for the manufacture of our product. With no encouragement 
for low-cost operation abroad, we have not been interested 
in any type of risk imsurance or tax exemption on foreign 
earnings.” 

“The chief difficulty with the idea of investing abroad 
has been the fear that we would not be able to convert 
into dollars. If some banking mechanism could be found to 
guarantee convertibility, more American companies would 
invest abroad. Tax exemption on foreign earnings would 
be a big help, of course.” 


Instruments and Controls: Consideration of Foreign 
Plants 


“So far this year our foreign sales have shown an upward 
trend. The near-term outlook looks good. Marshall plan 
orders have been of considerable help in recent months, 
particularly in the Netherlands and Italy. We feel that 
French business should develop in the not too far distant 
future as a result of the ECA credits.” 


“Although ECA funds are being used for some of our 
orders, we find that those already in process are being re- 
financed through ECA and we have not observed any 
appreciable increase in volume of total foreign sales from 
this cause.” 

“Tt has always been our policy to establish fully owned 
sidiaries which are purely sales organizations, we are 
products makes this feasible or where it appears that that 
demand can be created. At the present writing, we have 
no thought of changing this procedure. In fact, we are going 
slightly further than our usual plan in the case of the 
United Kingdom where, as against our other European sub- 
sidiaries which are purely sales organizations, we are 
engaged in the establishment of a plant.” 


“If domestic sales drop we would not expect to find any 
immediate relief in foreign markets because we already have 
adequate sales agency coverage abroad. We have no quota 
limitation upon our foreign shipments and we are now 
making a good effort to obtain all the foreign business we 
can. As a long-term plan for increasing our participation in 
foreign business, we are giving thought to the possibility of 
expanding our licensed manufacturing activities abroad or 
even of establishing our own European factory.” 


“Foreign controls have exerted a tremendous effect upon 
sales volume. In practically all countries in which we do 
business the total dollar volume of import permits granted 
is far less than needed to meet the consumer demand for 
our products. Although volume is decidedly limited in all 
markets, none has been entirely closed to us for more than a 


few months at a time.” 
* * * 


“We have established plants in foreign countries giving 
them the benefit of the manufacturing of our products. We 
have no other contracts calling for the export of our know- 
how.” 


Machine Tools: Dollar Shortage an Obstacle 


“Since the latter part of 1948, our foreign sales have 
trended upward although they are still at a very low level 
compared with prewar years. Practically all our foreign 
business comes from ECA countries.” 


“Our foreign sales have been dropping very sharply since 
the middle of 1947 to a point where they are scarcely more 
than a trickle, There is a possibility that the second year 
of the Marshall plan may produce more business for Ameri- 
can machine tool builders.” 


“Our domestic sales are dropping, but I can find no reason 
to believe that our foreign sales will increase, as the ques- 
tion of dollar exchange seems to be the deterring factor in 
foreign buying from this country.” 

“We do about 25% of our business in foreign sales, divid- 
ing it up about the same between South America and 
Europe, with a small amount of Asiatic business. Domestic 
sales have already taken quite a decided drop, but as soon 
as the foreign countries get dollar credits we are looking 
forward to a substantial revival of export business. We 
could have numerous orders that are held up because of no 
dollar credits.” 

“We have no plans for promoting exports as we deal 
almost exclusively with foreign agents who act as our dis- 
tributors. They would buy more if the restrictions in their 
own countries were removed.” 

“Our long-term percentage of exports to total production 
averages approximately 20%, but with a range of from 4% 
to 65%. With only a few months of statistics upon which 
to base our optimism, we think that our foreign business 
this year will be a welcome relief to a leveled-out domestic 
business. In our sales plans, we have anticipated such a 
condition, and have appointed our dealers and personnel 
accordingly to handle the situation.” 

“Controls in this country have had relatively little real 
effect on our foreign shipments, although compliance with 
existing regulations is time consuming and tiresome. The 
European countries are all short of dollars, as is England. 
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This undoubtedly is the chief obstacle to increased exports. 
In England, however, there is the additional government 
barrier against the importation of American-made capital 
goods which results in a virtual embargo of our type of 
product. Our English market, to all intents and purposes, 
is lost.” 

“The embargo on shipments of machine tools to countries 
behind the so-called Iron Curtain has cut off several very 
good markets which existed prior to the war and, in the case 
of Russia, since the war. Whether these markets are perma- 
nently lost depends entirely on how long the present politi- 
cal situation prevails.” 

“Our foreign agents advise us that they need our product 
and could buy much more of it if their governments per- 
mitted them to do so. We feel that we cannot extend credit 
even to agents of twenty-five to thirty-five years’ standing 
because their governments may at any time prohibit the 
export of dollars. In other words, free trade does not now 
exist. This fact may be the major obstacle in the path of 
these countries’ recovery to a point where they could be 
self-sustaining. We feel that we could, even though we are 
a small company, extend credit to our agents if we could 
be sure that they would be permitted to pay in accordance 
with a plan of extended payments.” 

“Controls abroad are, of course, affecting our shipments. 
Over-all machine-tool shipments in 1948 have been cut more 
than half of those in 1947. The major part of this reduction 
is attributable to current restrictions on exports to Iron 
Curtain countries. We believe that our individual business 
is affected in about the same proportion as our industry.” 


* %* * 


“Tt is highly desirable to make the benefits of our scien- 
tific and industrial progress available to friendly nations 
abroad. The more efficiently they can produce, the better 
customers they will become for our goods, and the sooner 
they will be off the backs of American taxpayers.” 

“Specifically, we agree to the giving away of certain types 
of know-how that would come under the classification of 
humanitarian efforts. However, with the present world 
patent position, etc., know-how is the basis of our business 
and our chief asset. Obviously, we do not think a govern- 
ment should order this to be handed out.” 


Office Equipment: Marshall Plan a Boon to Exports 


“Our foreign sales are holding up fairly well, despite the 
handicaps of dollar exchange shortages, and import license 
restrictions. Our expectancy for the year is essentially the 
same as our total export sales for 1948, and we are reason- 
ably confident of reaching that objective.” 

“Our representatives in Holland obtain import licenses 
under the ECA arrangement from time to time but they 
have difficulty in obtaining the import license even with 
the ECA arrangement. 

“Both of our distributors in Belgium are now obtaining 
all shipments under the ECA arrangement. They were able 
to obtain import licenses even before ECA became opera- 
tive and there is every reason to believe that they are going 
to obtain licenses even more readily from now on.” 

“During 1948 and so far this year, there has been a down- 
ward trend in foreign sales due to the dollar situation 


throughout the world. We have only recently commenced 
to benefit from orders under the Marshall plan, since the 
greater part of the first year’s allocation was absorbed in 
the purchase of foods, fuel, raw materials and industrial 
mining and agricultural machinery. In the immediate future, 
we do anticipate receiving a greater flow of orders under 
the Marshall plan.” 


“We have our own export department, which is under 
the direction of our export manager, who is responsible for 
all phases of our export business. We are continuing, through 
this department, a consistent and constructive plan of sales 
contact with all our distributors. This results in at least 
mail contact with each and every one of them at maximum 
intervals of every thirty to forty-five days. We are now 
considering a program of engaging in publication advertis- 
ing promotion to further stimulate export sales.” 

“Development and promotion of our foreign sales will 
be the maximum regardless of domestic sales. The program 
does not involve physical plant changes or shifts in distribut- 
ing channels, but merely the extension, addition and inten- 
sification of these channels.” 

“The fact that we have had our foreign sales manager on 
the road for the past two years makes a good point to prove 
our interest in continuing and expanding our foreign mar- 
kets. Our policy includes strengthening and expanding our 
distributing channels in countries in which we have had 
previous representation, and in opening new markets in 
countries in which we have had inadequate representation, 
or none at all.” 


“We manufactured our entire product in this country 
before the war. Our largest market was the United Kingdom 
where we had a dealer who was allowed to use our name 
and who marketed and serviced our product. We have taken 
over that dealership and are now in the process of setting up 
a plant in Great Britain to manufacture our product. We 
plan to subcontract the manufacture and to do the assembl- 
ing ourselves. The sterling bloc countries will be supplied 
from Great Britain.” 

“We have been actively exporting our products for 
thirty years and more, and have established dealers in all 
markets of the world.” 

“Outside of making additional paper work essential, I 
cannot see that the controls effective here have any effect 
upon our foreign business. It takes time to follow through 
the routine and detail, but that is of no consequence actually 
in the amount of business done, so far as we can see.” 
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“Our company would be glad to cooperate in showing 
representatives of foreign labor and management just how 
we do things. Of course, we would not be particularly 
interested in showing all our secrets to possible competitors 
abroad. In general, we favor anything that will help to build 
the economy of the world at large, because we know from 
experience that as a nation’s standard of living is raised, it 
in turn becomes a potentially greater and more important 
market for United States products.” 

“We have several contracts for the fabrication of certain 
of our items on the basis of our furnishing the know-how. 
So far they have been working along very nicely.” 


“We have stopped applying for patents in all countries 
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outside the United States and Canada and have allowed 
some foreign competitors to make our type of goods. We 
have a concern in London to which we send drawings and 
allow them to make a certain portion of our goods on a 
very small royalty basis. We are negotiating with another 
concern to make some of our machinery on a royalty basis, 
supplying them with the necessary prints and know-how 
so they can be manufactured in Great Britain, and sold 
throughout the Eastern Hemisphere.” 


Railroad Equipment: Know-how Contracts in Opera- 
tion 

“We have strengthened our sales force abroad which is 
expected to account for business which was heretofore 
solicited only through correspondence. We are also continu- 
ing our advertising even in those countries where, because 
of severe government restrictions, imports are at a stalemate, 
in order to keep the product name before the public with 
a view toward future sales when restrictions are eased.” 

“Tf domestic sales drop, we do not expect to find too much 
relief in foreign outlets in view of the fact that our major 
lines of equipment are now in better supply abroad, es- 
pecially steel items. Our plans for promoting the export of 
our products abroad are essentially the same as they have 
been since the war. This involves a very flexible policy, 
depending primarily on the dollar situation in those countries 
where there is a known demand for our various types of 
equipment.” 

“Controls have had no appreciable effect on our shipments. 
The hard currency shortage is the primary cause of the 
reduction in our export orders, and this is practically world- 
wide.” 

* * * 

“Some years ago we entered into an arrangement for 
the manufacture of our products and supplying the know- 
how to a firm in Australia whch has since been manufac- 
turing our products and paying us a small commission for 
the technical help we give them. During the past year a 
similar arrangement was entered into with a company in 
Sao Paulo, Brazil. This method of handling foreign busi- 
ness in most satisfactory in the long run as it provides the 
manufacturing facilities and technique not only to build 
new equipment but also to maintain equipment already in 
service. Our service consists of helping to build facilities 
and teaching the know-how of engineering design and 
manufacture.” 

“The President’s proposal is actually not a new idea and 
various government agencies have been and still are in a 
position to finance such projects, as are many private in- 
vestors. The reason so little has been done in this direction 
is because of lack of an economic and political climate satis- 
factory to the agencies and private investors concerned. We 
have contracts in operation calling for the export of our 
know-how, in a small way; our experience has been usually 
satisfactory both to the recipient country and to our 
company.” 


Miscellaneous Metal: Promotion Continues Through 
Distributors 
“During the year 1948 we enjoyed a very wholesome in- 
crease in the shipment of our goods abroad. We anticipate, 


however, that our shipments will slacken during 1949, not 
because of lack of demand but primarily because of a short- 
age of dollars.” 


“Our products are extensively manufactured in Europe 
and as the areas to which we export have participated only 
to a small degree in the Marshall plan, we do not expect 
that any measurable indirect advantage will be obtained.” 


“The recent trend of the foreign sales of our principal 
product has been sharply downward. Sales for the year to 
April 1, 1949, are approximately 37% less than for the cor- 
responding period in 1948. Sales made under the Marshall 
plan have been only minor and represent less than one half 
of one per cent of our total foreign sales.” 


“We have established a number of agents in various for- 
eign countries, and have attempted to work through export 
houses, but neither is too satisfactory from an over-all point 
of view. What we would like to do is to increase the qual- 
ity of our export representatives as well as the number.” 


“We have no direct sales agents in foreign countries, but 
do work cooperatively with a number of allied companies in 
those fields. We have no physical plant abroad.” 


“Promotion of sales in foreign countries has been done 
by appointment of agents in all productive foreign markets, 
personal contact from headquarters, and traveling repre- 
sentatives in foreign countries. We do not have any foreign 
plants, and do not anticipate any further change in dis- 
tributing channels.” 


“Tf domestic sales drop, it seems improbable that any 
substantial relief would be had from foreign outlets unless 
we were willing to establish a working fund situation in the 
national currency of the consumer country. This is an activ- 
ity which we are reluctant to pursue.” 

“Approximately 29% of our total commercial business 
goes into the export market. As it has always been our 
company policy to make available all production required 
for export, our export sales will continue to receive as much 
attention in the future as they have in the past. The major- 
ity of our sales are made through distributors, and new dis- 
tributors are being added from time to time.” 

“Foreign trade will not afford any relief if domestic sales 
drop. European competition will increase partly because 
of the Marshall plan. American export business of our 
product will be affected by price and delivery competition 
with European manufacturers.” 

“We expect to increase our foreign sales, whether or not 
domestic sales drop, by establishing distributors in countries 
where we are not now represented, by more intensive sales 
effort through the use of our own foreign travelers, by re- 
placing weak distributors with more aggressive ones, and 
by more intensive training of the sales personnel of our 
foreign distributors.” 

“In normal times, possibly 3% to 5% of our products 
go to Latin American countries. Should domestic sales 
drop, we doubt very much, if we would find much relief 
in these foreign outlets. It has been our experience that 
if there is a quieting down in our business here, it is most 
frequently reflected in the same condition in our export 
field.” 

“We do not believe controls in this country have mate- 
tially affected our foreign sales. Restrictions on permits 
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and other foreign controls on imports have reduced our 
potential in foreign markets. This is especially true in 
countries belonging to the British Empire.” 


“Up until recently, controls did affect our business. It 
was very difficult in view of the pig-iron and scrap situation, 
to get the necessary licenses. This has eased up consid- 
erably in the last few months. In Venezuela, controls caused 
us to lose some business to the French manufacturers— 
not so much on price as on time of shipment.” 
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“Our industrial know-how has been more or less available 
to any country or people who have had any sincere desire 
to adopt our industrial system and methods through their 
own efforts. On the other hand, I doubt very much the 
wisdom or advantage, either to us or other countries, of 
trying to force on them some theoretical benefit which they 
are incapable of absorbing or which is opposed to their 
ideology.” 

“There used to be delegations following one another com- 
ing to this country in the Twenties and Thirties from 
Europe to see how we did it, but I guess they all went 
back home and forgot what they learned. Know-how is 
not of much value unless there is freedom along with it, 
and I think we are making a mistake if we take a lot of 
time trying to teach other countries our scientific and in- 
dustrial developments when all they need to do is adjust 
their form of government to enjoy the same benefits them- 
selves.” 

“We do feel that American capital investments abroad 
should be exempt from double taxation. In our opinion, 
the only assurance American investors require is that the 
foreign governments will not prevent the return on these 
investments being paid in United States dollars.” 


OTHER MANUFACTURES 
Chemicals: Point 4 Not New to the Industry 


“We have received very little direct benefit from Mar- 
shall plan orders, although the indirect effect on the dollar 
position of the ERP countries has no doubt had an im- 
portant effect on our business to those areas. The long- 
term effect is unfavorable in that competition in the Mar- 
shall plan countries is being subsidized.” 


“Our foreign sales are for the most part regarded as es- 
sential to the rehabilitation of important home industries, 
and for that reason Marshall plan dollars have materially 
facilitated this business. It is impossible to say how much 
of this business would have failed to materialize had there 
been no Marshall plan, because our products are regarded as 
so necessary that our foreign sales held up extraordinarily 
well both during and immediately after hostilities. How- 
ever, foreign sales for the first quarter of 1949 are up 15% 
over the same period in 1948, an improvement which we 
think is in large measure due to the Marshall plan.” 


“The recent trend of foreign sales, based on first quarter 
returns, is up. It is certain that we have benefited from 
orders under the Marshall plan, but the determination of 
that benefit is impossible owing to the variation in pro- 
cedures in placing orders by the various participating coun- 
tries. We feel that the near-term outlook is favorable.” 

“Our export business consists of a very large range of 


products. Promotion plans vary with the product. We are 
continuing to send technical salesmen abroad and to spend 
advertising effort on those of our lines which lend them- 
selves to such effort. Broadly speaking, we have no plans 
for any substantial additional physical plant abroad or 
shifts in distributing channels. Each of our export mana- 
gers is constantly endeavoring to improve distribution and 
is critically studying his distribution channels. We expect 
no more than normal changes along these lines.” 


“Exports account for between 8% and 10% of our pro- 
duction. It has been our experience that the export market 
for our products can be readily expanded in the presence 
of aggressive marketing efforts. Of course, where import 
restrictions exist, our scope of operations is necessarily 
limited. We have made some progress in developing for- 
eign outlets for our products and have provided equip- 
ment and technical assistance to a smaller number of for- 
eign firms.” 

“As the volume of our business in each country increases 
there will be shifts from independent agents to our own 
sales branches and from sales branches to local manufac- 
turing by integrated subsidiaries. This program is based 
on long-term promotion and acceptance of our products in 
many foreign countries rather than on temporary dumping 
of excess United States production.” 


eae ae 


“Because we are manufacturing at strategic points 
throughout the world and are covering the world markets 
quite adequately, we would be opposed to any regulations 
forcing us to share our patents or know-how. On certain of 
our products which for one reason or another do not lend 
themselves to foreign manufacture by us, we are contem- 
plating licensing our patent rights and know-how to local 
manufacturers in return for a reasonable royalty.” 

“From time to time we sell our know-how to companies 
who operate in foreign countries. Our experience has been 
favorable in the cases in which this has been done.” 


“We are making a broad study of a long-term foreign 
program. Pending the establishment of a definite program, 
we are giving sympathetic consideration to providing tech- 
nical assistance abroad as opportunities are found and our 
capacities permit.” 

“We have experience with exchange of technical data 
with a reputable English manufacturer, which has been 
satisfactory and in operation for ten or twelve years.” 

“The President’s proposal to make the benefits of our 
scientific and industrial progress available to the world 
would help our business by increasing the purchasing power 
of peoples in backward areas, provided it is carried out 
so that the consuming public actually realizes such benefits.” 

“American industry generally has made the benefits of 
our technology available to other parts of the world. We 
have utilized the principle of exchanging know-how for par- 
ticipation in various countries around the world, and thus 
far our experience has been a favorable one.” 


Food Products: May Benefit from Export of Know-how 


“The recent trend of our foreign sales has been down. 
Our products were in demand when food was scarce, dur- 
ing and immediately after the war period. Our products 
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are not a necessity to a foreign country and usually are 
among the first to feel the impact of tariff restrictions or 
foreign exchange controls.” 

“Foreign sales have been complicated by the exchange 
situation, and more recently affected by increased produc- 
tion and lower prices arising from countries like Holland, 
Australia and New Zealand.” 

“Exports are not an important percentage of our pro- 
duction, since they generally run under 5%. Most of the 
products we export are staple items sold on a competitive 
basis in world markets with price a very important fac- 
tor. We maintain outlets and contacts to take advantage of 
sales opportunities. Naturally, these opportunities would 
be greatly increased as free exchange transactions become 
possible. The unavailability of dollar exchange has natur- 
ally been an important deterrent in the past.” 

“Governmental controls may have been a necessity dur- 
ing emergency periods, but the continuance of these meas- 
ures at this time should be abolished. The manufacturer 
is better able to judge what proportion of his production 
can be made available for the export market. Also, with- 
out the practice of the licensing program, he is in a position 
to expedite delivery of his products to the advantage of 
the foreign buyer.” 

* * * 

“Since World War I we have been establishing plants 
in various foreign countries and have had our technical 
and scientific men develop personnel in those countries 
who could handle production for us. We do not sell our 
services but invest our own capital in these projects. Our 
investments in such operations are in Great Britain, Hol- 
land, France, Germany, South Africa, Peru, Panama, Ja- 
maica, Cuba and Mexico. We are at the moment consid- 
ering investments in other foreign countries.” 


“We have taken a favorable view of the President’s pro- 
posal to make the benefits of our scientific and industrial 
progress available to the world. Naturally, in doing so 
we must be assured of protection of capital invested abroad. 
Most certainly, some type of risk insurance would be de- 
sirable, and if our government is serious about making the 
benefits of our scientific and industrial know-how available 
to the world, there certainly should be a tax exemption in 
the United States on foreign earnings. We believe that this 
would stimulate the flow of capital abroad, probably more 
than any other one action.” 

“The benefits of scientific and industrial know-how would 
help war-torn and undeveloped countries to return to nor- 
mal or improve their productive capacity. We are cogniz- 
ant of the risks involved in training foreign countries in the 
utilization of our scientific knowledge. Some future date 
they may well become severely competitive.” 

“We have a good deal of misgiving regarding Point 4 
of the President’s inaugural address. It seems to us a 
good deal like inviting your business competitor in to see 
your plant, turning over to him your business secrets and, 
possibly, loaning him some of your top personnel so that 
he may compete for the markets that you have.” 


Paper and Products: Sales Aided by ECA Funds 


“With the aid of the Marshall plan, paper and paper- 
board production in European countries has been increas- 


ing and war damaged mills have been brought back into 
production.” 


“The Marshall plan has had no apparent effect on the 
trend of our foreign sales, which have been definitely down- 
ward during the last year or two because of the stringency 
in American dollar exchange. We see no immediate change 
in this trend.” 

“Our foreign sales so far this year have been slightly 
under the 1948 figures. In general, it is more difficult to 
do business abroad than a year ago, owing to the increasing 
tendencies of foreign governments to restrict imports 
through licenses and quotas, and the scarcity of dollar 
exchange. Since a considerable percentage of our business 
is with Continental Europe and the U. K., our customers 
are very largely dependent on Marshall plan funds. If these 
funds were not available, our foreign sales would deterior- 
ate to a damaging extent.” 

“We do not look for relief from our overseas market 
with the decline of domestic sales since our overseas mar- 
kets have long been an integral part of our total market. 
Therefore, foreign markets do not offer us an opportunity 
to dump production when domestic sales drop.” 

“We do not believe there is any possibility of replacing 
domestic sales through foreign outlets. We rely for distri- 
bution of our output in foreign countries on distributors 
in those countries with whom we have had connections for 
a considerable period of time. We do no particular promo- 
tional work other than the usual samples and selling aids 
that we supply to our domestic distributors.” 

“For many years we exported an intermediate material 
to Australia. Today its controls prevent that and the com- 
pany which was organized in Australia and financed from 
here is now buying its materials from Scandinavian coun- 
tries and converting them in Australia. We do not expect 
to regain any of these markets so long as quota controls, 
token import controls, exchange controls, etc., are in effect.” 
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“As to the President’s proposal to make the benefits of 
our scientific and industrial progress available to the world, 
I think that this is more talk than substance. We have 
been doing this for a great many years, but the amount 
involved is going to be very much smaller than the propa- 
ganda surrounding it leads people to expect. We have ex- 
ported know-how through the medium of licensing some 
of our developments and the supplying of engineering knowl- 
edge. This has been entirely satisfactory when we have 
picked reliable licensees. On occasion, however, we have 
found a considerable lack of observance of the conditions 
of agreements so that we are more than ever disposed to 
pick those with whom we deal very carefully.” 

“In our opinion, the President’s proposal is far from being 
a new thought. To a considerable extent it has been actual 
practice for a good many years.” 

“We believe that a careful study should be made of 
methods to carry out the President’s proposal. Present 
conditions do not make such ventures attractive to the 
average industry in this country, and we believe that only 
limited progress can be made, until the world’s political cli- 
mate is greatly improved. This comment applies also to 
the stepping-up of American capital investment abroad. 
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We are not in favor of the government insuring poor risks, 
and if the political risks are good, we believe that the ordi- 
nary business risks can be assumed by the investor.” 


Rubber and Products: 


“For a considerable length of time, the trend of foreign 
sales has been downward. This has been caused primarily 
by exchange regulations and by the difficulties created by 
the authorities in foreign countries, regarding the class of 
goods which they permit to be imported.” 


“Our business has followed a downward trend, which 
was precipitated by international monetary conditions and 
restrictions. We have received but very little benefit from 
the Marshall plan and, since some of our products are also 
manufactured by European countries, I doubt that there 
will be much change in the near-term outlook.” 


“We have found that internal control has not affected 
our shipments. Stringency of exchange, with its attend- 
ing effects, has influenced the disappearance of most Euro- 
pean markets, particularly the Scandinavian and Low coun- 
tries.” 


Difficulties from Exchange 


eT ee 


“We are just beginning to make some know-how con- 
tracts and it will probably be a year before we have ex- 
perience with them. It is our opinion, however, that they 
will be mutually advantageous. We are of the opinion that 
some tax incentive should be made to stimulate the flow 
of capital into foreign investments. At the present time, 
however, the risk involved makes the game not worth 
the candle.” 


Other Textiles: United States Controls Cause Little 
Trouble 


“Approximately 10% of our production is normally ex- 
ported. With a decline in domestic sales we will do our 
best to maintain a fair volume of export sales but from 
present indications our export business is not going to 
be as active as it has been within the past two years. No 
changes are to be made in plant facilities or the channels 
of distribution.” 

“Controls are not affecting our shipments. The rayon 
plants all over the world are rapidly getting into full pro- 
duction, and in many cases government subsidies enable 
them to sell cheaper than we. This has resulted in lost 
markets in South America, the Near East and Asia.” 

“Export controls here have caused us some trouble, es- 
pecially with respect to some particular exports to Central 
America, but after some effort the proper releases have 
been had.” 

“Controls in this country affect us only in that the farm 
support prices keep cotton goods and vegetable oils way 
above foreign prices. That results in our having to quote 
prices which are high compared to foreign producers. It 
is hard to estimate the amount of business lost through 
this influence, but it is probably 50% of the possible vol- 
ume.” 

“The benefits of our scientific and industrial progress 
always have been available to the world as far as we have 
observed. For instance, the machinery builders of the 
United States have sent machinery and experts to China, 
Japan, Russia and elsewhere over the years while they have 


sent their experts here to receive special training in Ameri- 
can plants. That is about as far as we ought to go.” 


“Tt seems to me that we are contributing enough to re- 
buliding the war-damaged areas without exporting the bene- 
fits of the know-how which has been developed in this 
country at great expense of both time and money.” 

“In so far as the export of American investment capital 
is concerned, it seems that long-term prospects for stability 
in foreign regulations affecting such investments will be the 
controlling factor. When some stability can be relied upon, 
the investor can make his plans and gauge his prospects 
accordingly. It seems quite necessary for foreign countries 
desiring capital investment from the United States to de- 
cide on their policies and stabilize them in some convinc- 
ing manner.” 


Miscellaneous: Foreign Controls Result in Lost Markets 


“We sell very little of our product of domestic manufac- 
ture in foreign markets. For many years we have followed 
a policy of either licensing foreign manufacturers to manu- 
facture our product or have invested in foreign corpora- 
tions to accomplish the same result.” 


“The trend for the past year has been downward. In 
some instances, markets have completely disappeared. The 
near-term outlook is not very encouraging.” 


“Our company has been making a more vigorous drive 
than usual to capture a certain amount of export busi- 
ness to replace the anticipated slump in the domestic 
demand. However, we doubt if our export sales at any time 
will amount to as much as 5% of our total.” 

“We are continuing our established plans for the pro- 
motion of the export markets, though embargoes against 
American goods are so prevalent that our over-all effort 
has declined rather than increased.” 

“Markets for American made shoes, particularly shoes in 
our price range, have been lost owing to import controls 
established by foreign countries and also as the result of 
lack of dollars in these countries. Markets in Canada and 
Mexico, for instance, have almost entirely disappeared.” 

“Controls in this country do not affect our particular 
product. Conditions abroad, however, have resulted in the 
loss of practically all markets, with the exception of less 


than ten small countries.” 
* * * 


“The President’s proposal to make the benefits of our 
scientific and industrial progress available to the world can 
have far-reaching effects. If it is handled wisely and with- 
out our government being Santa Claus, it could be very 
constructive. Anything which works for the good of all 
should benefit our country.” 

“I feel that making our know-how available abroad is, 
or will be, an important step in maintaining our trademark 
before the public of those countries where our product has 
always met with considerable public acceptance. We do 
not, as yet, have any contracts in operation calling for the 
export of our know-how, but we are, at the present time 
conferring on that subject in three countries.” 

“We cannot compete with the low labor cost of foreign 
producers and if their plants were anything like as modern 
as ours, our situation would be much worse.” 


